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PrROGEEDI-NGS

(9:32 a.m)
MR GRS kay. W'l get started with
our hearing. Good norning and wel cone.

I'mTom G oss, Deputy Assistant Secretary

for Transportation Technol ogies in the Ofice of
Energy Effici ency and Renewabl e Ener gy.

On behal f of the Departnent of Energy, |'d

like to thank you for taking the time to participate
inthis public hearing concerning the Departrent's
Alternative Transportation Fuels Program | know sone

of you have travel ed a good di stance to be here.

The purpose of this hearing is to receive
oral testinony fromthe public on DCE s advanced

notice of proposed rul enaki ng, or ANCPR  Your

comments are not only appreciated; they are essenti al
to our process.
This ANCPR whi ch concerns alternative

fuel vehicle acquisition requirenents for private and

| ocal governnent fleets and which is required by the
Energy Policy Act of 1992, begins a process to

determ ne whether alternative fuel vehicle acquisition

requirenents for certain private and | ocal governnent
autonobi l e fl eets shoul d be promul gat ed.

Thi s advanced notice al so requests
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comments fromthe public on progress toward the goal s

set forth in Section 502(b)(2) of the Act on the
probl ens with achi eving the goals and on assessing the
adequacy and practicability of all actions necessary

to neet the goals.

The ANCPR is intended to stinulate
comments that will inform DCE deci sions concerning

future rul emaki ng actions and nonregul at ory

initiatives to pronote alternative fuels and
alternative fuel vehicles; actions and initiatives
whi ch woul d be needed to achi eve the petrol eum

di spl acenent goal s established in the | egislation.

If you have not already read the Federal
Regi ster notice fromAugust 7th, 1996, | urge you to

do so. Copies are available here at the registration

desk in the room
The comrents received here today and those
submtted during the witten comment period wll

assist the Departnent in the rul enaki ng process. The

witten comment period ends Novenber 5th, 1996.
Al witten comrents nust be received by

that date to insure consideration by DCE. The address

for sending in comments is provided in the Federal
Regi ster noti ce.

As the presiding official for this
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hearing, 1'd like to set forth the guidelines for

conducting the hearing and provi de other pertinent
information. In approxinately one week, a transcript
of this hearing will be available for inspection and

copying at the Departnent of Energy's Freedom of

Informati on Reading Room The address is specified in
the Federal Register notice.

In addition, those w shing to purchase a

copy of the transcript may nake their own arrangenents
with the transcribing reporter.
This will not be an evidentiary or

judicial type of hearing. It will be conducted in

accordance with Section 553 of the Admnistrative
Procedures Act, 5 United States Code, Section 553, and

Section 501 of the DCE Organi zation Act, 42 U S Code,

Section 7191.
To provide the Departnment with as nuch
pertinent infornmation and as many views as can

reasonabl y be obtained and to enable interested

persons to express their views, the hearing will be
conducted in accordance with the fol | owi ng procedures.

Speakers will be called to testify in the

order indicated on the agenda. Speakers have been
allotted ten mnutes for their oral statenents. As we

have a full day of speakers -- in fact, | just took a
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| ook at the schedul e, and the schedule for the

schedul es speakers goes until 6:00 p.m today, and
after which we will have unschedul ed speakers. So it
will be a full day and perhaps a full evening.

Therefore, we request please keep to the ten-ninute

request .
Anyone may make an unschedul ed ora

statenent after all schedul ed speakers have delivered

their statements. Persons interested in naking such
an unschedul ed statenment should submt their nanes to
the registration desk before the concl usion of the

| ast schedul ed speaker

And at the concl usion of al
presentations, schedul ed and unschedul ed, speakers

will be given the opportunity to nmake a rebuttal or

clarifying statenent, subject to tine lintations, and
will be called in the order in which the initial
statenments were nade.

Persons interested in maki ng such a

statenent should submt their nanes to the
regi stration before the conclusion of the |ast

speaker.

Questions will be asked only by nenbers of
t he panel conducting the hearing.

As nentioned earlier, the close of the
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comment period is Novenber 5th, 1996. Al witten

comments received will be available for public
i nspection at the Departnent of Energy Freedom of
I nformati on Readi ng Roomin Washington. The phone

nunber there is (202) 586-6020.

The address for submtting witten
comments is provided in the Federal Register notice.

E ght copies of the comments are requested. |f you

have any questions concerni ng the subm ssion of
witten comments, please see Ms. Andi Kasarsky at the
regi stration desk.

Any person submtting i nformation which he

or she believes to be confidential and exenpt by |aw
frompublic disclosure should submt to the address

nment i oned above one conpl ete copy and seven copi es

fromwhich the infornmation clained to be confidenti al
has been del et ed.
I n accordance with the procedures

establ i shed at 10 Code of Federal Regul ations, Section

1004. 11, the Departnent of Energy shall make its own
determnation as to whether or not the infornmation

shall be exenpted from public disclosure.

In keeping with the regulations of this
facility, there will be no snmoking in this room

V& appreciate the tinme and effort you' ve
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taken in preparing your statenents and are pl eased to

recei ve your conmments and opi ni ons.
I would now like to introduce the nenbers
of the panel. Joining ne this norning are David

Rodgers, the Energy Policy Act Team Leader within the

Cfice of Transportation Technol ogi es; M. Ken Kat z,
the Program Manager, also within the Ofice of

Transportation Technol ogi es; M. Paul MArdle, an

economst in DCEs Ofice of Policy and International
Affairs; and Vivian Lewis, an attorney with DCE s
O fice of General Counsel.

The introduction has been kind of I|engthy,

but we hope useful, and nowit's time to nmove on to
what | consider to be the nore informative, inportant

busi ness, the exciting part, fun part of these kinds

of hearings, that of receiving your comments on the
advanced notice of proposed rul enaki ng.
So l'dlike to call our first speaker on

the agenda. For the record, | ask that each speaker

pl ease state your nane and whomyou represent before
maki ng your statenent.

Thank you.

Qur first speaker is M. R ch Kol odzi ej of
the Natural Gas Vehicle Coalition.

MR KOLCDzZIEJ: Good norning.
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MR GROES: (ood norning.

MR KOA.CDZIE): M nane is R chard
Kol odziej, and |'mPresident of the Natural Gas
Vehicl e Coalition.

The Coalition is a national organization

representing over 200 conpanies with an interest in
the growth and devel opnent of a sustainable narket for

natural gas vehicl es.

The purpose for ny testinony today is to
express the Coalition's strong, continuing support for
the energy diversity goals enbodi ed in the Energy

Policy Act of 1992.

| also wanted to share our views on the
critical issues and actions that DCE and this

admni stration should take now to i nsure our nation's

energy security and to protect our economc vitality.
When Congress passed the alternative fuel
provisions of the Energy Policy Act, it was in

recognition of the fact that it was bad public policy

for us to be increasingly dependent on foreign oil.
It was bad economic policy; it was bad foreign policy;

and it was bad mlitary policy, and they set

aggressive goals: ten percent displacenent of notor
fuel s by 2000, 30 percent by 2010.

At that time, 44 percent of the oil we
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used in this country was inported. Today, four years

later, we're inporting over 50 percent of the oil we
use, and that nunber continues to increase.
Those oi |l displacenent goal s were good

public policy in 1992 and are even nore valid today.

Can we neet those goals? Sure, we can, but it's not
going to happen by itself. If we are to wean

ourselves fromour addiction to foreign oil, if we are

to create a transportation infrastructure in this
country that is not totally dependent on gasoline and
di esel fuel, the Departnment of Energy, working with a

nunber of other federal agencies, will have to act

bol dl y.
It is not sufficient to sinply say, "Ve'l

give it our best shot, if it's not too inconvenient."

Change is always inconvenient to someone. W& need to
seek decisive | eadership fromthis adnmnistration that
will not falter in the face of opposition by advocates

of the status quo.

If this admnistration is serious about
neeting the oil displacenent goals, there is plenty

that it can do. First, it should recognize that

mandat es to purchase and use alternative fuel vehicles
woul d be unnecessary if fleet owners voluntarily

swi tched to alternative fuel vehicles.
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Unfortunately, despite the environnental

public health, energy dependence, and bal ance of trade
benefits that nost alternative fuel vehicles offer
fleet owners won't voluntarily make that switch until

there are adequate economc incentives in place to do

so.
This admnistration should strongly

support the provision of tax credits to hel p provide

t hose economc incentives for light duty, nediumduty,
and heavy duty fleets. Specifically, credits shoul d
be provided to offset the increnental cost of some

AVFs for the construction of new AVF fueling stations

and on each gallon equival ent of alternative fuel
used.

I n additi on, busi nesses shoul d be of fered

accel erated depreciation on AVs and rel ated fueling
stati ons.
The executive branch shoul d | ead by

exanpl e and enthusi astically enbrace the purchase and

use of AVFs inits own fleet, especially in its high
fuel use vehicles. To that end, the executive order

reinforcing the previous executive order requiring

federal agencies to exceed the EPAct federal fleet AVF
phase-in schedul e shoul d be issued i mredi ately and

t hen enf or ced.
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Wiere the federal government provides

funds to state or local governnents related to
transportation, additional funds should be offered to
encourage the switch to A/Ws. For exanpl e, Federa

Transit Admnistration provides public transit

agencies up to 80 percent of the cost of newtransit
buses, regardl ess of which fuel is used. This could

be increased to 90 percent for alternative fuel buses,

signaling a public preference for cl eaner domestic
fuel s.
Continuing research is also critical to

further drive down the first cost of AVFs, and DCE

needs to insure that there is a conprehensive, public-
private, national RD&D plan for each alternative fuel

and then nake sure the research is, in fact, funded

and carried out.
Near the end of the recently adjourned
Congress, Representative Joe Barton of Texas and a

nunber of co-sponsors introduced the Natural Gas

Vehicle Incentives Act. Al the incentives |'ve
mentioned, and nore, are included in that bill for

natural gas vehicles, and with these incentives in

pl ace, nmandates woul d be a nonissue. That bill wth
bi partisan support will be reintroduced early in the

next Congress.
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The admnistration in place next year

could and should cone out strongly in support of these
incentives and simlar incentives for other
alternative transportation fuels, and DCE shoul d take

the lead in coordinating that support with EPA DD,

Treasury, and other affected agencies.
DCE shoul d al so work with EPA to harnoni ze

energy and environnental regul ations. To the average

fleet customer these regul ations often appear
confusing and contradictory and frequently act as
obstacl es to noving forward.

DCE shoul d al so step back and eval uate the

EPAct oil displacenent goals thenselves. The spirit
of those goals was to insure that when the next major

oi | disruption occurs an adequate AVF infrastructure

woul d be in place to cushion the economc and ot her
inpacts and to provide a base for a rapid shift to
AVFs.

DCE shoul d anal yze what actual |y woul d be

needed to achieve the spirit of those goals. How nmany
vehicles? How nmany fueling stations? How nuch

additional fuel distribution infrastructure? Until we

have a better understanding of these issues, the 30
percent displacenent goal will continue to appear

arbitrary.
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Now, when all of these initiatives are

laid on the table, you will inevitably hear two
argunents agai nst pursuing them The first is that
t he government should not nmeddl e in the narket pl ace,

but rather, insure a level playing field for all

fuel s, gasoline and diesel included, and then let the
mar ket deci de.

The other is that we just cannot afford

The short answer to the first is that we
don't have a level playing field now Sone of the

real costs of using petrol eumbased fuels, the

envi ronnmental costs, the health costs, the energy
dependence costs, these costs are not fully reflected

inthe price of gasoline and diesel fuel, and in

effect, sonme of these costs are hi dden by being
i nposed on society as a whole and paid for, for
exanpl e, through hi gher incone taxes and hi gher health

costs.

The Congressional Research Services
estimates the externalities associated with continuing

touse oil in the transportation sector are between

ten and $20 billion per year.
Oh the other hand, owners of NGO/ are

generating public benefits in those sane areas, and
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they are not being rewarded for it. In other words,

the marketplace is flawed, and the governnent has a
justifiable role in correcting it, and incentives for
alternative fuel vehicles are nore acceptabl e than

i nposi ng hi gher taxes on gasoline and diesel fuel.

The answer to the second concern, the "we
just can't afford it" argunment, is that previous oil

disruptions cost the U S. econony several trillion

dollars as a result of increased inflation and | ost
G\P. The Congressi onal Research Service estinated
that the U S econony declined by six percent during

the '73-'75 period as a result of the oil enbargo, and

that U S. unenpl oynent doubl ed.
The next tine these nunbers will be far,

far greater. |It's not that we can't afford to put

these incentives and actions into place. As a nation
we cannot afford not to put themin place.
Again, let me reiterate that we can

achi eve the oil displacenent goals established in

EPAct, and this would have a significant direct set of
benefits for the United States, but it woul d al so have

significant benefits throughout the devel oped and

devel oping world. The world econonmies are all
i nterdependent. Wen the next major oil disruption

conmes, and it will come, we can soften its direct
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i npact on our econony by diversifying our

transportation fuel mx.
But if other world economes are
devastated, that will shape our econony, too. A

nunber of other countries are now aggressively noving

toward increased use of natural gas vehicles: Canada,
Mexi co, Venezuel a, Argentina, the Philippines,

Mal aysi a, | ndonesia, Japan, nost of WWstern Europe,

Egypt, Russia, even Uzbeki st an.
Today the United States is perceived to be
a world leader in alternative fuel vehicles. Qur

technol ogy is anmong the best and nost sophisticated in

the world, and our NG/s, in fact, all of our
alternative fuel vehicles, are the world' s cl eanest

and nost energy efficient. If we're successful in

devel oping alternative fuel vehicle industries here,
we will become a rmodel for other countries and a
source for technically advanced al ternative fue

equi prent .

And if we do that, not only will we have
created a growi ng export narket for our technol ogi es

and products, but we would al so hel p reduce ot her

countries' foreign oil dependency which will further
reduce the inpact fromthat inevitable oil disruption

on us.
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VW can do this. W can do all of this if

this admnistration acts bol dly and deci sively and
provides the | eadership that we all expect and that we
all deserve.

Thank you for this opportunity to appear

bef ore you today.
MR GRCES: Question fromthe panel ?

MR KATZ: | have one.

MR GRS Al right.
MR KATZ: On the Natural Gas Vehicle
Incentives Act, are there any statenents regarding

current and future nmandat es?

MR KOLOCDZIEJ: In that Act, there are
statenents that if all the other incentives are put

into place, there woul d be a sunset of the nmandates on

the state fleets, a sunset on the nandates on the fuel
providers, and there woul d not be the mandat es i nposed
on the private and nunicipal fleets, if all the other

incentives are put in place.

MR KATZ: Thank you.
MR GRS I'djust like to clarify based

on your statenment that you would agree with that

conclusion that if all of those incentives are put
into place, that the nandates, part of the Energy

Policy Act which is part of the subject of this
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hearing, would -- it would be appropriate to sunset

those and do away with the nmandat ed approach.
MR KOLCDZIEJ: | think we all should
agree that we have to achi eve those oil displ acenent

goals. The best way to achieve that is through

incentives, and if we provide those incentives, we
will not need to inplement the nmandates.

MR GROES: kay. Does the gas industry

have sone anal yses, studies which indicate the
magni tude of the investnent that woul d be necessary
for the infrastructure to support the natural gas

associ at ed di spl acenent that woul d be consistent with

reaching the ten and 30 percent goal s?
MR KOLCDZIEJ: VW have sone prelimnary

analyses. | don't think they're adequate. | think

also we need to ook at not just what the natural gas
industry would do on its owh to get to the ten to 30
percent goals, but what all the alternative fuels

collectively woul d have to achieve, and | think that's

where DCE needs to provide the | eadership and the
anal ysi s.

Wiat kind of mx will we have to have in

pl ace to achi eve those goal s? Wat's reasonable to
assune?

MR GRCES: Thank you very much.
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Qur next speaker is M. Royce Laffitte.

MR LAFFITTE ood norning. M nane is
Royce Laffitte, and |'mD rector of the Qustoner
Service and Materials Managenent D vision of Eastnan

Chem cal Conpany in Longvi ew, Texas.

I'd like to thank you for the opportunity
to speak today on behal f of the Propane Consuners

Coalition. Propane Consuners Coalition represents

residential, agricultural, and industrial propane
users who account for al nost 85 percent of U S
denmand.

Mre than eight mllion homes, mainly

rural and often housing | owincone famlies, use
propane for heating, cooking, and hot water. American

farmers rely on propane for crop drying, sone engi ne

fuel use, and heating farmbuildings. Propane is also
an essential feedstock for the manufacture of
chemcals and plastics that create nillions of jobs

and generate billions of dollars in U S exports.

The Coalition supports the twin goals of
the alternative fuels provisions of EPAct, decreasing

the nation's reliance on inported petrol eumand

inproving urban air quality by reducing em ssions from
conbustion of motor fuels.

However, we are adamantly opposed to
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including propane as an eligible alternative fuel in

Title I'll of the Act. It will do little to achieve
the goals of the Act because of its limted donestic
supply, but may well cause significant econon c danmage

to Arericans who rely on affordable, avail able

suppl i es of propane to heat hones, run farns, and
provide a valuable raw naterial for producing plastics

and chem cal s.

It's for this reason that the Propane
Consuner Coalition strongly urges that the DCE
conpl ete a cost-benefit analysis of the effect of

EPAct alternative fuels mandates on existing propane

consuners as called for in Section 507 of EPAct. W
believe that when that is done, the Secretary of

Energy will cone to the same concl usi on we have

Propane shoul d be stricken fromthe definition of an
alternative notor fuel in Title IIl of the Act.
I'dlike to briefly outline for you the

facts about propane supply, demand, and price that are

the basis for our concerns about the eligibility of
propane as an alternative fuel under EPAct.

U S. reserves of propane are small, |ess

than three percent of total U S. hydrocarbon reserves,
severely limting the contribution propane can nake as

an alternative notor fuel. Approximately two-thirds
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of the propane consuned in the U S is either inported

or it depends on petrol eum production or refining.
Whi l e the production of propane based on
natural gas processing has been essentially flat over

the past ten years, petroleumrefinery based

production of propane has risen 60 percent. QGeater
use of propane as a notor fuel will not lead to

greater security fromoil dependance. Wth domestic

production failing to keep pace with increased denand,
inported propane is expected to be the primary future
source of new U S. supplies.

Since 1989, propane inports have risen by

175 percent. The source of new propane inports will
shift fromCanada to the Mddl e East, a grow ng cause

for concern.

During the past w nter, propane
inventories hit historic | ows as production was unabl e
to keep up with demand. Low propane inventories are

a concern because of the high | evel of price

volatility they cause in the narket.
In August of this year, propane

inventories were at a 25-year low Chronic |ow

inventories are a dangerous signal that cannot be
ignored. |If another bad winter strikes, price spikes

and supply disruptions to all users can be expect ed.
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Linmted donestic production and grow ng

denmand have resulted in whol esal e price increases for
propane wel | beyond price rises for other
hydrocarbons. The trend |line increase in whol esal e

propane prices between 1987 and 1995 was 55 percent.

No ot her hydrocarbon came near that figure.
Tight supplies, rising inports, and high

prices are synptonati c of a propane market already

stretched to its limt. Wat will happen if EPAct
mandat es drive up denmand beyond free market |evels?
The Departrent of Energy conpl eted a study

earlier this year that found if federal nandates are

successful in achieving the goal s of EPAct, propane
dermand as an alternative notor fuel will increase 50-

fold between 1995 and 2010, to a |l evel higher than the

total demand is today. Propane inports will supply 70
percent of this increased denand.
This | evel of dermand woul d drive up prices

to all consumers, residential, agricultural, and

petrochemcal. Speaking fromny own perspective, this
woul d be disastrous for the U S petrochem ca

i ndustry.

Feedst ock costs represent over 60 percent
of the cost of ethylene produced in a typical plant in

Texas. Propane will becone too expensive to use in
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et hyl ene production. Plants that cannot swtch

f eedst ocks woul d cl ose. Those that can will face
hi gher feedstock costs. The net effect will be to
export jobs fromthe U S. petrochemcal industry to

areas of |ower feedstock costs, prinarily the Mddle

East .
Governnent policies that interfere with

energy narkets threaten the availability of cost of

propane to honeowners, farners, and the chem cal
industry. This also has serious inplications for the
U S. econony.

In 1995, the chemical industry was

responsi bl e for $60 billion in exports and $367
billion in total production, the nunber one U S

exporter in 1995. It is for these reasons that the

PCC opposed any policy that enpl oys nmandates or
incentives to artificially stinmulate demand for
propane beyond free narket |evels.

Ve feel strongly that markets, not

gover nnment nmandat es, shoul d det erni ne supply, denand,
and price for hydrocarbon fuel s and feedst ocks.

Fail ed federal energy policies of the 1970s have

taught us the futility of trying to deternne the
direction of energy markets through nandates.

The Departrment of Energy has yet to
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conduct a cost-benefit analysis as called for in

Section 507 of EPAct to docunent exactly what the
previously referenced | evel of demand will cost U S
pr opane consumners.

However, just in the past year, the

effects of short supplies and tight inventories have
been reflected in significantly higher prices in the

industry. Today Qul f Coast prices are about 50 cents

a gallon, conpared to about 32 cents a gallon a year
ago, up about 60 percent froma year ago.
The effects of price increases resulting

fromthe |l evel of denmand expected if EPAct nandates

are inplenmented will be disastrous for the US.
propane consuners. Even if the 30 percent federa

target is not achieved, the market is so tight that a

| esser increase in demand will have serious price
consequences.
In closing, the Propane Consumer Coalition

woul d like to repeat our call for a full cost-benefit

analysis on the effect of EPAct alternative fuels
nmandat es on exi sting propane consuners. W& are

confident that the results of that analysis will |ead

to but one conclusion. Propane should be renoved from
the definition of an alternative notor fuel in Title

Il of the Energy Policy Act.
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Thank you for the opportunity to share our

thoughts. |'Il be glad to answer any of your

questi ons.

2

GRCES:  Questions?

MR MARDLE  Yes.

MR GRCBS:  Paul .
MR MARDLE | have one question

regarding the ability of the chemcal industry to

swi tch feedstocks. You nmentioned that in certain
chemcal plants --
MR LAFFI TTE:  Yes.

MR MARDLE: -- there's |imted feedstock

switching capability. 1'mtrying to get a feel for
how prevalent is the ability to switch feedstocks in

the chemcal industry and what feedstocks are

general ly used in place of propane.
MR LAFFITTE Ehane is used as a
feedstock for ethylene, and about half of the ethyl ene

is produced fromethane. The other feedstocks are

but ane, nornal butane, natural gasoline naphtha, gas
oils, and propane.

MR MARDLE And do you have a feel for

what percent of the industry has the capability to
switch feedstocks or you' re not sure about that?

MR LAFFITTE R ght now, with these high
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prices, there's still -- these are nunbers off the top

of ny head -- somewhere around, | think, 300,000
barrel s a day of propane used, and with these high
prices, that's probably, | guess, as |low as they can

get practically.

MR MARDLE kay.
MR RODGERS: | very nuch appreciate your

comments about the nodeling that we've been doi ng here

at the Departnent. W are doing a | ot nore nodeling,
but one question | have is in the studies that we have
done that indicate propane could capture a significant

share of the market in a 2010 tine frane, actually

very little of that market is attributable to the
fleet programs that are nmandated under the EPAct, and

our nodel ing shows that consuners, if offered a

propane vehicle at a reasonabl e cost, woul d choose to
use propane as a notor vehicle fuel
So | guess I'mnot sure | understand what

you're asking us to do. |f consuners want propane and

they're willing to buy propane as a vehicle, then who
is the Departnent to do a cost-benefit anal ysis that

says they're making a wong choi ce?

MR LAFFITTE |In the notice for the
hearing, it included sone comments that said that the

Departnent in the study needs to consider all of the
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propane consuners and the adverse effects that

significantly increased denand for propane for
alternative fuels would have on them It's talking
about all alternative fuels, of which propane is one.

So that's the area that |'msaying that

shoul d be | ooked at and consider all of it, all of the
propane consumners.

MR RODGERS: kay, and we will do that,

and | appreciate that, but | just want to nake sure |
understand. |f notor vehicle consunmers of propane
denmand nore propane and that conpetes in the

mar ket pl ace and the price of propane rises, do you

want the Departnent of Energy to interfere with that?
MR LAFFITTE No. |In other words, | do

not want the Departnent of Energy to try to affect the

propane price. | want the Departnent of Energy to
consider the effects of the policies that are being
set on propane consuners and the prices and the | ack

of flexibility that sone of those fol ks have.

MR RODGERS: kay.
M. LEWS: |'d like to ask you a

question. How long has the Coalition been in

exi st ence?
MR LAFFITTE Two or three years.

MS. LEWS: Three or | ess? Because we
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have a definition of alternative fuels set hy

Congress, and as you know, we cannot change that
definition unless we get sone gui dance from Congress,
and | was wondering if you had presented your ideas,

your concept, or what you've just presented to us to

Congress or to sone of the people on the HII in
regards to your concerns about propane.

| think we have very little control right

now, the way | see it, as to take propane out of that
definition. That's the way | feel about it right now
MR LAFFITTE \Well, | appreciate that.

The way we woul d see the opportunity is that it was in

there, and | ooking back, it woul d have been better had
this been presented before EPAct effectively and it

not been included because they are facts.

Wiere we go fromhere is that the study
that we're tal ki ng about nmaking sure is done here and
the recommendati on, which we think will be the sane

reconmendati on; that recommendati on can be nade to the

Secretary of Energy, and I'msure that Congress -- we
coul d go back and do whatever is needed there, working

with the Congress to effect a change.

M. LEWS: Thank you.

MR LAFFITTE That's the way | woul d see
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MR GROES: Thank you, M. Laffitte.

MR LAFFITTE Thank you.
MR GROSS: Qur next speaker is actually
a tandem it looks like, M. Janes Rallo and NMary

Tavenner.

M5. TAVENNER  Tavenner.
MR @QRCSS. Tavenner. Excuse ne.

Representing the Anerican Autonotive Leasing

Associ ati on and PHH
MR RALLO M nane is JimRallo, and | am
Vi ce President of PHH Vehicl e Managenent Servi ces,

whi ch is headquartered in Hunt Valley, Mryl and.

PHH is one of the largest fleet nmanagenent
conpanies in the world. W |ease and nanage sal es and

service vehicles used by |arge corporations, as well

as snmal |l businesses. Additionally, we provide a w de
array of managenent services that include vehicle
acqui sition, maintenance, fuel purchasing, data

reporting, safety prograns, and nost inportantly,

resal e of used fleet vehicles.
The service we provide enables the fleets

to operate in a cost efficient manner with better

mai nt ai ned vehi cl es than those driven by the general
public.

The core concern of our conpany and our
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industry is neeting the operational and cost

requirenents of our clients' fleets. V¢ have no
preconcei ved bias or prejudice for or against any fuel
or vehicle, and we have no ownershi p stake in any

particular fuel or vehicle technol ogy.

Ve start froma position of fuel
neutrality. It is a core concern because the fleet

managenent and | easing industry is driven by those

costs and operational efficiencies. Wthout these
efficiencies, businesses will likely disband their
fleets in favor of driver reinbursenents.

PHH under st ands and agrees with the public

interest virtues of energy independence and reduced
air pollution. Ve also understand the rol es that

alternate fuels can play in achi eving those energy and

envi ronnment al obj ecti ves.
The problemlies in the approach proposed
to nmeet those goals. Sinply stated, the cost and

operational requirenents of private sector fleets

cannot be satisfied by a fleet acquisition mandate for
alternate fuel vehicles. Alowne to share with you

froma practical standpoint why.

\ see natural gas as one of the nost
prom sing of the various alternate fuels all owed under

EPAct. The prospects of |ower fuel costs, |onger
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engine life, and greater enission reductions of CNG

vehi cl es nake themattracti ve.
However, the applications in which they
nmake sense are very linmted, and for that reason al one

make nmandat ed acqui sitions i nappropriate.

Qur clients order thousands of vehicles
each year for delivery at nunerous | ocations

t hroughout the country. Many of these vehicles nust

be acquired on a short tine frame to nmeet fleet
demand. Their uses vary significantly. For exanpl e,
a fleet of passenger cars which will be used by sal es

per sonnel woul d need adequate trunk space to store

sales literature and sanples. In fact, federal |aw
even requires that fleet vehicles of the health care

or pharnmaceutical industry carry their supplies in

conceal ed conpartnents, prinarily a trunk
Nunerous fleets in netropolitan areas use
subconpact vehicles for fuel efficiency and parking.

For the nost part today's fleet vehicles cannot

accommodat e the | arge ONG fuel tanks required.
Even if the configurations were avail abl e,

the financial barrier exists. On the whole, alternate

fuel vehicles are not available at a cost effective
price. The additional cost can be several thousand

dol | ars.
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(peration of a fleet on alternate fuel

presents other problens. At this point there is a
| ack of refueling stations to service the demands of
nost fleets. According to a poll fleet managers

conducted by Runzheiner International, this is a major

deterrent to purchasing alternate fuel vehicles.
The case exanple of this can be found in

the New Engl and area, which represents a very

geographi cally conpact region. The Anerican Gas
Association reported that the six-state regi on now
only has 23 CNGrefueling sites available. Cenerally

only a few of these are open to the public, and then

only during limted hours. Sone sites nay require
even advanced appoi ntnents. In stark contrast, there

are 6,231 service stations operated in the sane area

Anot her deterrent is the lack of certified
repair facilities, which is absolutely critical to
efficient fleet operation. Lost tine due to

br eakdowns or even schedul ed or nonschedul ed

mai nt enance can cost the conpany upwards of $200 per
hour .

This does not include the opportunity cost

of | ost business and rel ated revenues whi ch can even
be greater.

Even if an appropriate alternate fuel
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vehi cl e can be found, acquired, and its fueling and

servi ci ng needs accommobdat ed, a huge barrier exists at
the back end of a lease. (ne of PHH s nost inportant
functions for its clients is to sell fleet vehicles

when they cone out of service. The vehicles are

typically sold directly to fleet drivers or to the
general public through auto auctions, whol esal ers, new

and used car deal ers.

Even in the nost idea circunstances, this
presents a challenge. VW are commtted to nmaxi m zing
our clients' returns on their investnents. The

ability to do well inthis area inpacts the clients'

actual depreciation, which is sinply the | argest
expense that the fleet has in their budget.

The market for used alternate fue

vehicl es has yet to be tested, |et al one devel oped.
For commercial fleet operations, the existence of that
mar ket and reasonabl e expectations on the residua

val ue of vehicle needs to exist before the acquisition

deci si ons can be nade.
For these reasons, we urge you not to

inplenent a private fleet acquisition mandate.

Wiile we can attenpt to force governnent
mandat ed alternate fuel vehicles with their associ ated

costs and i nconveni ence onto our custoners, ny fear is
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that the result will be devastating. Businesses using

passenger vehicles will sinply switch to enpl oyee
rei nbursenent for use of their own vehicles.
It is inportant to note that the average

life of vehicles privately owned is eight to 8.5 years

versus sormet hing between two and a half to three years
for business fleets. dder vehicles, as we know, are

| ess fuel efficient and have far greater em ssions.

Any reversion of an organized fleet to a driver
rei nbur senent program undercuts both the objectives of
EPAct and the dean Air Act.

The prospect of a private fleet nandate

under this rul enaking, as well as the prospect of a
mandat e under the |ater rul enaki ng, has existed ever

since EPAct was enacted nore than four years ago. |

believe it has destabilized the narket and has caused
sonme trial prograns to be put on hol d.
The at nmosphere of uncertainty regarding

the government's interference in fleet purchasing

deci sions has harned, not hel ped, the attai nnent of
EPAct's goals. As a matter of policy, |'m hard-

pressed to understand how any alternate fuel or

vehi cl e provider could have the proper notivation and
marketing incentives to provide the | east cost,

operationally effective vehicles and fuel when they
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can rely instead of governnent nandates.

PHH |ike other fleet management conpanies
is market driven. W nust stay responsive to our
custoners and our narket in order to remain in

busi ness. If governnent is to pursue an alternate

fuel policy, it should be ained at overconing the
barriers to greater alternate fuel use. Mandates are

the wong solutions and bring us to a political and

econom c cul -de-sac. |Instead, incentives are, indeed,
needed.
Wth the right incentives, the private

sector fleets could becone effective pronoters of

alternate fuel, as fleet vehicles are used to cal
upon custoners throughout the country, rather than the

opposite result if they are subject to nandates.

The commercial application, particularly
organi zed fleets, would denonstrate to ot her
busi nesses and, nore inportantly, to private

nonconmer ci al vehicle owners the feasibility and

benefits of alternate fuels.
The key is to create incentives for fleet

operators to identify the applications where alternate

fuel could be appropriate and all ow t hose specific
uses to grow. Mandates are not the answer. They tend

to stifle innovative applications by fleet operators.
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| appreciate the opportunity to

participate in this hearing today and urge this
proceedi ng to be used to achi eve a maj or course of
correction for reaching our nation's energy policy

goal s.

Thank you.
MR GRXES: Questions fromthe panel ?

MS. LEWS: Yes. | would like to -- can

everyone hear ne?
| would like to ask you a question in
regards to incentives. It seens that each speaker

here, as with sone of the others |'ve heard, speaks

about incentives, which is sonewhat of a negative word
for some people and a very positive word for others,

but what kinds of incentives fromyour point of view

woul d you like to see in place?
MR RALLO (ne of the things that | would
like to see is in the way of productivity that woul d

hel p fleet nanagers | ook at these vehicles today.

Productivity enhancenents could be in the way of green
curbing, HOV | anes, where people would be able to

travel around faster, nmake the servicing of their

clients and so forth when they're naking calls. That
could be done in a quicker tine rather than searching

for parking spaces or perhaps being caught up in the
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normal traffic lanes that many of us may be sitting

in. So that could be one incentive.
| think other incentives could be fromthe
standpoi nt of sone tax credits. | think tax credits

are very, very inportant to hel p of fset the higher

costs of these vehicles. Today you're | ooking at at
| east two, perhaps upwards of $5,000 for some ONG

vehicles. |f you look at the nmarketpl ace dynanics

today, this places a conpany that opts to do the right
thing at this point intime -- it puts themin a
nonconpetitive position. It raises the cost of

pronoting their services and their products.

So it's very inportant to bring the cost
of that thing down so that they can both renain

conpetitive and, again, achieve and do the sane things

that we all want done.
M. LEWS: | have a problemup on the
incentives arena in regards to HO/s and so forth. Are

you saying that the federal governnent should put this

into law or should we work very closely with the
stat es?

And if that is the case, you will have

sonme states doing one thing, another state doing
sonmething entirely different, and then another state

doi ng absol ut el y not hi ng.



42

N

o~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

So are you saying we should nmandate this

fromthe federal level if you go into these kinds of
i ncentives, encouraging the states to do it? How do
we handl e this kind of thing?

MR RALLO | probably have a |l ot of

trouble with nandates. |'d like to work -- 1'd |ike
to see if we could cooperate and work with the states,

inall seriousness, to see if we could bring it about

that way.
| think that nost of the states,
particularly if you | ook at the 21 nonattai nment

areas, | think that you'll find that there woul d

probably be and has been already a | ot of cooperation
and desire to do the right thing.

M. LEWS: Thank you.

MR KATZ: | have one.
When you resell a vehicle, what percent of
the original cost do you strive for? Wat is your

goal? |If the vehicle is 15,000, what do you strive to

sell it for when you resell it?
MR RALLO That's an excellent question,

M. Katz. W obviously strive to obtain the nmaxi nrum

dol lar back for our clients, but it is determ ned by
alot of different factors. It's deternined by the

type of vehicle, length of service, the nileage, parts
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of the country. Sonetines even color can actually

cone into play.
So that tends to determ ne sometines the
percent of resale that you would recapture, but, for

exanple, in atwo year old vehicle, you're certainly

striving to achieve at |east a 50 percent recovery as
arule of thunb. If it's athree year old vehicle or

sonet hi ng between two and three years, you're

attenpting to reach sonet hing between the 40 and 50
percent and still, again, closer to that 50 percent
nunber .

And, again, if you keep in mnd, if you

look at the total budget that a fleet manager has, and
it doesn't really nmatter what type of business that

they're in, you'll find that depreciation tends to be

somewher e between 45 to 50 percent of the total cost
of operating the fleet. So when you | ook at that, the
resi dual val ue becones a very significant itemor

variable in managi ng that cost nunber. It's very

critical
MR KATZ: kay. The second follow up

Do you think you have any custoners that woul d be

willing to purchase or |ease two or three year old
AVFs that would be approximately half price of what

t hey woul d have been originally?
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MR RALLO The way we market is that

sonetimes we market directly to the public through new
car dealers. W sell through auctions and
whol esal ers, and we sell to our clients' enployees, if

you will. In nost cases that is the driver of the

vehicle itself.
V¢ have not found at this point intinm a

real receptive narket for the few alternate fue

vehicles that we've been selling. | nean you can
certainly sell anything, but there cones a point at
what kind of dollars or what price are you receiving

inreturn for those assets as they cone off their

service life, and today there have been significant
di ff erences bet ween what someone has received for

alternate fuel vehicles versus what soneone has

recei ved for a petrol eum powered vehicl e today.
VW'd like to see that change, of course
and a lot of that is driven, | believe, by the |ack of

an infrastructure to support alternate fuel vehicles

out there.
e of the things | said in ny testinony

here is that | think that what |'d like to see is

Aneri can busi ness becone a nodel to the consuners out
there. |f you look at today, you'll find that there

are actually nore used vehicles being purchased in the
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United States today than there are new vehicles. A

lot of that is driven by cost.
\ don't see that scenario changing in the
future at all. In fact, it wll probably continue to

i ncrease to sone | arger percentage.

So as a result, there's a huge market out
there for these vehicles, but there has to be an

infrastructure that supports whatever vehicle is

produced, that infrastructure being both in the
ability to provide and to obtain fuel and in the
ability to service that vehicle over its life,

what ever that night be.

If we can put those things into place,
then we can bring the consuners into this and really

achi eve that were intended by EPAct originally.

MR KATZ: Thank you very much.
MR GRCES: M. Tavenner, do you al so have
a statenent?

M. TAVENNER  Yes. Thank you, and |

won't take the ten m nutes.
|'m NMary Tavenner, and |'m Executive

D rector of the Anerican Autonotive Leasing

Associ ation of which PHH Fl eet Managenent Services is
a nenber.

AALA is a trade association representing
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the comrercial fleet |easing and managenent industry.

This industry owns over three and a half mllion of
the fleet cars and |ight duty vehicles used by
busi nesses throughout the United States, in contrast

to the consumer car |easing business that lints

itself to offering retail public alternative
fi nanci ng.

AALA nenbers, |ike PHH provide

conpr ehensi ve fleet consulting and nanagenent services
to comrercial enterprises that involves ongoi ng post-
purchase responsi bilities. The range of services

includes, first, selecting and acquiring the nost

appropriate and cost efficient vehicle for the
particular work to be perforned;

Second, assisting and operating and

mai nt ai ni ng those vehi cl es safely, economcally,
i ncl udi ng desi gning and i npl enenting fueling,
mai nt enance, and safety prograns, as well as insuring

conpliance with state and | ocal registration and

operating requirenents;
And, third, reclaimng at the end of the

| ease the highest value fromthe vehicle through

auction, public sale, or other disposal that Jimhas
just described to you.

Barriers, as Jimal so nentioned, to
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alternative fuel devel opnent exist in each of the

three routes | just described and which Jimtal ked
about. Wiile it is true that nuch attention has been
focused on the first, acquisition, with cost, variety,

and availability at the forefront, there has been | ess

consideration to the residual value at resale, at the
third and | ast phase of the life cycle of commercial

vehi cl e.

AALA comrends you for these hearings and
how t hey have been handl ed, but there are inherent
limts on what can be acconplished in hearings, as you

probably know, however they are conducted. Because of

these [imtations and the need to take action under
EPAct, AALA recommends and suggests that DCE conduct

a forumorgani zed al ong those topic areas for the

pur pose of exam ning and creating incentives that
address the unique barriers inherent in each of these
three areas.

Whi | e much coul d be acconpl i shed by

conpi ling those incentives that have al ready been wel |
hashed, a forumw th the right participants could al so

and, nore inportantly, generate new and creative

i ncentives.
Who woul d be the right participants? W

recommend representation fromeach of the three
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interested groups fromthe private sector, fuels,

vehicles, and fleet purchasers. As inportant though
woul d be having representation fromw thin the
adm ni stration and possi bly Congress that coul d

legitimately participate in deliberations on tax

i ncentives, transportation incentives, procurenent
preferences, environnental credits, as well as

nontraditional incentives.

Mich work has al ready been done on
incentives. |t would be incunbent that the effort not
be zero based, but begin where others have |eft off.

For exanpl e, the EPA Advisory Conmttee on CQzone

Transport devoted significant resources to alternative
fuel incentives.

In addition, major work has been done

already by the bipartisan Natural Gas Vehicl e Task
Force chaired by Congressman Joe Barton.
The rol e of such a forumshoul d not just

be the devel opnent of incentives, but al so devel opi ng

ways to achieve their active, vocal support within
ot her agencies and jurisdictions. It has been our

experience that the level of federal support of even

statutorily required incentives, such as the HOV | ane
exenption under the ean Air Act, pales in conparison

to the general enforcenent activities associated with
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mandat es.

And, of course, AALA and its nenbers woul d
be pleased to work with you on devel oping the details
of such a forum

Thank you very much for the opportunity to

testify, and by the way, if you haven't already
figured it out, AALA opposes private fleet purchase

mandat es, as you have heard fromboth JimRollo, as

wel |l as witnesses that we have sent to both Sacranento
and Dal | as.
And | woul d be pleased, of course, to

answer any questions you night have. Thanks agai n.

MR GRCSS: | appreciate your comment on
incentives. Since you brought up incentives, let's go

back to what our first speaker nentioned, Natural Gas

Vehicl e I ncentives Act, resulting from Congressnan
Barton's --
M5. TAVENNER  Absol ut el y.

MR GRCSS: -- work, and 1'd like to ask

whet her you' ve had a chance to ook at that and what
your take on it mght be or would you rather wait

until we have a forumand we'll put it on the table at

that time?
M. TAVENNER Well, |'mglad you asked

the question. Not only have we had a chance to | ook
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at it, but we were actively involved in the process,

whi ch was actually quite gratifying because the
Natural Gas Vehicle Coalition and AALA sat down
t oget her and deci ded where our commonal ities were and

where our conflicts were, came up wth provisions that

satisfied both of us, talked at great length to
Congressnan Barton's office, negotiated directly with

hi m

W are very happy, obviously, with the
phaseout of the nandates. However, the three-year
depreci ati on was sonething that was very inportant.

Wiat | have found in the fleet business is that even

regul ar vehicles are depreciated for tax purposes.
They have a much longer life under the tax code than

they should, and so depreciation is one of the

essential expenses that needs to be addressed.
And so the accel erated depreciation for
vehicles is a great incentive for fleet owners, first

of all, and all of the other incentives involve the

tax credits, et cetera, are also val uable as well
What we have learned also not just in the

fl eet business, but in the consuner business as well,

is that everyone is notivated by price, and even
consuners who purchase vehicles don't even so nmuch

care how nuch the vehicle costs as nuch as how much
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the monthly payment is going to be.

In a fleet business, that's a nuch nore
sophi sticated calculation in how you arrive at your
cost-benefit. So, you know, the idea is to get the

cost of the vehicle down, get the infrastructure in an

efficient way, and we think that the Barton bill goes
along, long way in getting us there. | think there

are other people in the fuel business that would |ike

to see their fuels included, as well as natural gas,
because it is rather imted.
But fromthe fleet perspective, AALAis

very supportive of that approach.

MR GRCES: Thank you.
C her questions?

MR MARDLE | just have one quick

clarifying question. In your suggestion of a forum
you' re suggesting a forumfor discussing incentives,
and the three areas, | believe, were the three points

you mentioned: vehicle acquisition, vehicle

operation, vehicle resale; is that correct?
M. TAVENNER  Yes, that would be right,

as well as any other issues that woul d cone up.

There's been an awful |ot of work done in this area,
to begin with. This mght be helpful to DCE, as well,

to have some sort of stakehol ders cone toget her and
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di scuss how can we hel p you and how can the ot her

agenci es who are al so working on incentives or who
have di scussed them such as EPA, come together and
maybe it woul d hel p your work as well.

MR MARDLE Thank you.

MB. TAVENNER  You' re wel corre.
MR GROES: Qur next schedul ed speaker is

M. Chuck Qinton, representing the Metropolitan

Washi ngton Alternative Fuel s Part nership.
Good norni ng, Chuck.
MR CLINTON ®ood norning. M nane is

Chuck dinton. I'mthe Drector of the D C

Governnent Energy Cffice, but today |' mrepresenting
the Metropolitan Washington Alternative Fuel s

Part ner shi p sponsored by our Council of Governnents,

and | amthe chair of the Alternative Fuels
Par t ner shi p.
I'd like to provide a brief background to

you on this partnership, then address three areas of

your concern as identified in the notice of proposed
rulemaking. Thirdly, I'dlike to identify certain

specific concerns that have been rai sed at our nost

recently partnership neeting, and then finally, 1'lI
conclude with a summary statenent.

The Metropolitan Washington Alternative
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Fuel s Partnership is a public-private group organized,

as | said, by the Metropolitan Washi ngton Council of
Governnents, our QOG It includes |ocal governnents,
private fleet nanagers, area utilities, and other

alternative fuel interests, nonprofit, environnental,

and advocacy groups, federal and state governnents,
and representatives of acadenia.

In 1990, the OOG hoard fornmed a group to

study avenues of public-private partnership
specifically in energy nanagenent. Aternative fuels
enmerged as the main focus, the nain area of concern,

and so in March 1994, the group was sanctioned as a

public-private partnership by the COG board of
directors.

During the sane year, the OOG bhoard

endorsed and joined the DCE Mational Aean Gties
Program | believe we were the sixth of the national
clean cities to be sel ected.

V& are commtted to working together to

devel op workabl e solutions to problens that are both
environnmental ly and econonical |y vexing. Qur menbers

i nclude 18 | ocal governnents, Pepco, Wshington Gas,

Amoco, Sun G, the Metropolitan Washi ngton Airports
Authority, the Md-Atlantic Regional Ar Mnagenent

Associ ation, and sonme DCE, EPA, Departnent of
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Interior, and GSA representatives

Your three areas of concern were
reassessi ng whether or not the ten percent by 2000 and
30 percent by 2010 fuel displacenent targets are

reasonabl e; a deternmination of what types of action

are necessary to achieve the goals stipul ated by
EPAct; and an eval uation of the conpetitive and unfair

advant age i ssues related with fuel providers and

manuf act urers.
Now, in the first one, are the
di spl acenent targets unlikely? @ ven present trends,

our deeply entrenched habits and ot her obstacles, we

do not think that ten percent by 2000 or 30 percent by
2010 di spl acenent goals are attainable at the present

time, and why do we say that? Well, here are sone of

the difficulties that we see.
Nei ther the Energy Policy Act, nor the
Qean Air Act and its anendnents seemto spurring the

autonobile or the alternative fuels industry as had

been intended by DCE or EPA. Wil e nost fleet
mandates will probably be net, it seems there will be

negl i gi bl e petrol eum di spl acement due to bi-fuel

alternatively fueled vehicles still using gasoline.
According to the Amrerican Gas Associ ation

75 to 80 percent of the vehicles across the nation



55

N

o~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

that are supposedly AVF are, in fact, bi-fuel, and

approxi mately half of these are still operating with
gasol i ne, according to the Science Applications
International Corporation, |located in one of our

suburbs in this area

The result of this fact for fleet owners
who have invested between 2,500 and $5, 000 per vehicle

in conversion costs is that they do not al ways

experience a return on that investnent. They, to
their credit, have commtted substantial capital
outl ays, have lost the use of their vehicles during

the time the conversion was being taken care of, have

| ost use of their enpl oyees' tine because of the
additional training that was required, and have

experienced the added burden of paper work to nonitor

and track for conpliance to all of the various
nmandat es.
For the utilities, the result is that

they're just not nmaking noney as a result of this

investnent. It costs themto build an AVF refueling
station. Just as difficult, it takes a |ot of

consunption to justify the existence of an individua

refueling station. The chicken or the egg problemis
still with us, and unfortunately until we get it

sol ved, everybody is experiencing difficulty.
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Let's consider the added dil emma that a

fleet operator faces. Many fleet operators do not
have on-site AVF refueling stations. For exanple, we
have been inforned by one particul ar | arge user, who

happens to be active in our partnership, that not

having on-site refueling translates into an annua
| oss because they have 7,000 of these vehicles of $4

mllion just to travel an additional five mles on

each trip that is required to refuel for their
particul ar fuel of choice
Added man-hours in staffing underscores

the adage "time is noney." But just as inportant, if

these fleet operators do not use these alternative
fuels, then they're not going to get a return on the

i nvestnent that they have nade for which we comrend

t hem
Wth these types of probl ens plaguing both
fuel providers and users, it should be no wonder that

when vehicl es are converted to satisfy the nandates,

hal f of themare still running on gasoline.
This being the case, DCE s fuel

di spl acenent goals are unlikely to be achieved in the

current time frame, given the current situation
Your second area of concern has to do with

actions required to achieve the displ acenent goal s
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that you' ve set. The federal governnent shoul d, and,

in fact, has set the tone if we're going to solve this
particular problem Unfortunately though we haven't
yet achi eved success, and it doesn't look |like there's

any easy way to acconplish the total success that

we're | ooking for.
For starters though the solution lies in

a strong conviction, a strong coomitnent. |If we don't

believe that this an inportant thing to do, then
chances are we're not going to fol |l ow through on doi ng
it. So the governnent needs to be the first and the

forenost to set the tone, make the commtnent, and

stick with it.
The alternative fuels nmarket needs a

favorable climate in which to prosper. Wishington

shoul d | ead by exanple. There should be no rel axation
of the EPAct fleet percentage goals for the federa
governnent fleet purchase requirenents.

The federal government, additionally,

shoul d continue to encourage auto nakers, fue
providers, and end users to purchase and to use

alternatively fueled vehicles. Both the federa

governnment and the auto industry shoul d devel op
incentives to increase the purchase of AVFs.

The federal government should |ikew se
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continue to support local alternative fuels efforts.

Local initiatives should continue to be supported
either by direct funding or in kind services or other
ki nds of support.

The Metropolitan Washington Alternative

Fuel s Partnership and its Oean Gties Program have
proven to be successful exanpl es whereby we pronote

and develop the alternative fuel policies and

practices in this region and carry out the very
mandat es that you, the federal government, have put in
front of us. W'd like to see continued support for

these kinds of prograns. W appl aud you for what

you' ve done, and exhort you to continue doi ng what
you' re doi ng.

The DCE shoul d al so focus on devel opi ng

incentives for voluntary efforts rather than nmandated
efforts. |If you couple a voluntary effort with an
incentive, you bring the best out of business and

governnment as they work together. Innovative

incentives can make it worthwhile for the AVF cause
and hel p di spl ace even nore petrol eum

(e idea is cooperative whol esal e purchase

of fuel, conversion kits, and vehicles. Cooperative
buyi ng works for other commodities. Wy not for AVFs?

I'dlike to put in a plug for the Council
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of Governnents. It's not ny prepared renarks, but the

fact isinthis region, all jurisdictions with one or
two exceptions join together for the purchase of all

the heating oil or other kinds of petrol eum product

that will be needed this particular winter to heat and

ot herwi se provide energy to our various | ocal
gover nnent bui | di ngs.

It works. In one kind of fuel, Fairfax

County nmay take the lead for doing the purchase. In
anot her kind of fuel, the D strict governnent may, but
everybody col | aborates, and everybody gets a price

break and spreads the work that's required.

DCE coul d focus some resources on
devel opi ng a nodel that could be national for the

i npl enentation that denonstrates that, in fact,

cooperative purchasing does work. This nodel woul d
consi der the buying cycles of |ocal and federal
governnents, as well as the private sector.

Local, federal, industry, and private

sector purchasing officials woul d cone together and
devel op a two-year |ead acquisition and production

pl ans.

The Departrent of Energy should al so
continue to focus on innovati ve outreach. The AW

story is just beginning to be told. It renmnds ne of
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a quote by GK Chesterson. He said, "It isn't that

Christianity has been tried and found wanting. It's
that Christianity hasn't been tried yet." And | woul d
submt the corollary applies here. W haven't really

yet tried making AVFs work across this country. It

isn't that we've tried it and failed. W& haven't
tried yet. W' ve got an awful lot nore effort to put

into this.

So the DCE needs to continue to support
i nnovati ve market and outreach activities to nake this
areality.

There are several conpetitive trade

related issues, including the definition of fuel
availability, fuel and vehicle price, and vehicle

availability. These particular concerns are outlined

in ny statenent for the record.
I'd like to proceed then to just a couple
of other specific cooments that have been nmade at our

nost recent partnership neetings. At the nost recent

conveni ng of the Washington A ternative Fuel s
Partnershi p, these particular points were nade.

Nunber one, incentives are al ways nore

effective than nmandates to get hunan beings to do
sonet hi ng.

Two, the dual fuel issue has to be
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addr essed sonehow successfully since fleet operators

are hunman beings, and they tends to skirt the
requirenents and to foll ow the path of |east
resistance. They nay be, in fact, conplying with the

letter of the law, but clearly they are not conplying

with the spirit of the | aw
Thirdly, our menbership believes strongly

that an after nmarket goal is needed for potential

resal e of these AVFs. There's some interesting
possibilities, | think, with the federal governnent
fleet vehicles in this particular area. They seemto

have a much nore rapid turnover cycle than is the case

for either the D.C. governnment or so nmany of our | ocal
governnments in this area.

Fourthly, the current inequities

associated with taxing alternative fuels, such as
propane, nust be addressed.
Fifthly, tax stickers for AVFs shoul d be

consi der ed.

Sixthly, funding for clean cities shoul d
be conti nued.

Sevent h, burdens associated with reporting

requirenents, such as the daily trip log, should be
mnimzed if it's at all practical

Ei ghth, there are communi cations probl ens
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across states and county jurisdictions as they relate

to AVFs, and they need to be sonehow coordi nated so
that there is consistency both regarding the rules and
the regul ati ons.

I"mrem nded that when we had in 1979 the

maj or gasoline crisis. W had one kind of odd-even
day here in this area and another kind of odd-even as

you went up 1-95, and | think we're working to nake

sure that does not happen with respect to AVF HOV
restrictions and so forth, but a |l ot nore work needs
to be done to coordinate things across jurisdictions.

DCE coul d consider direct -- this is ny

ninth point -- assistance to | ocal governments to help
address specific problens the jurisdictions have.

And lastly, tenth point, in order to

achi eve these EPAct goal s, incentives, funding,
grants, tax credits, tax deductions, accelerated
depreciation allowances, all of these are necessary

for those who | ease alternatively fuel ed vehicles so

that a sustai nable AVF resal e narket can cone into
bei ng.

By way of summarizing, just let me say

that our partnership has a consensus that says we need
all to continue to work together to identify and to

facilitate i nnovative incentives to nake our |oca
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gover nments nore aggressive, nore successful in the

utilization of AVFs.
V& strongly support incentives as opposed
to mandates, and we would |i ke to see what ever nar ket

or political incentives that are cost effective and

wor kabl e the ones that are chosen.
The city admnistrator for whom!| worked

at one point nmade the point over and over: if you

cannot neasure what it is you' re doing, then you're
| eaving ne skeptical that you' re doi ng anything, and
that's the point with which 1'd like to conclude. Al

of this that we're doing, if we can't quantify it and

nmeasure it and be able to say to people wthout any
doubt whatsoever, "This is, in fact, the nunber of

vehi cl es or the nunber of stations that we' ve

acconplished,"” then | don't think we're doing the job.
So whatever we do together, let's see if
we can't nake it quantifiable and nmeasurabl e.

| very appreciate the opportunity to nake

t hese comrents before you, and | wi sh you all the best
i n maki ng your decisions on the final regul ations.

MR GROSS: Thank you very much, M.

dinton.
V¢ will perhaps take a question or two.

MR MARDLE Yes. | just have one quick
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question in that regard. Your reference to the tax

inequities of the various alternative fuels, what's
your suggestion on that area or do you have one?
MR CLINTON | don't have a specific

suggestion, except to say that we need sonehow to

provide the proverbial |evel playing field so that no
one provider of a specific fuel can claimthat he or

she is being discrimnated agai nst and can't conpete

evenly with the rest of them
MR MARDLE Thank you.
MR GRC8S: M. Katz?

MR KATZ: The bi-fuel vehicle issue, that

was brought up earlier and |'msure will be brought up
again. Do you have any suggestions of howto

encourage the operators of the vehicles to use

alternative fuel s as opposed to the gasoline?
MR CLINTON Again, consistent with what
I've tried to make as ny overridi ng suggestion here,

we need to provide an incentive to themthat nakes it

nore to their advantage. In a given work place, it
m ght be keeping a tally.

| believe nost vehicles have an odonet er

that splits off the mles that are operated by, say,
natural gas versus gasoline, and maybe we need to put

alittle effort into keeping a public record of M.
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Katz drove 60 niles on gasoline this week, but 150 on

natural gas, and then the next week after those so
that M. Katz inproved, and give himsone sort of
public pat on the back. That woul d be one specific

incentive that | think mght work.

MR KATZ: Thanks.

2

GRCsS:  Thank you.

MR CLINTON Thank you.

MR GROES: Qur next schedul ed speaker is
M. John Huber. |I|s he here?
(No response.)

MR GRCSS: W'll come back to hi mthen.

CQur schedul ed speaker after himis M. Robert Eckels.
M. Eckels is not here either. He nust be

taking a break. Ckay.

MR KATZ: There's a few people in the
hal I, Andi.
GRCsS: M. Eckel s.

2

MR ECKELS: Yes, sir.

2

GRCsS: Al right.
MR ECKELS: |I'msorry |'mlate.

MR GRCES: W junped ahead a little bit

because the previ ous speaker has not signed in yet.
MR ECKELS: That's fine. |'mglad to be

here. | apol ogize for being outside. | was just
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sitting here thinking of how!| could nake ny testinony

shorter, too, having spent nany hours sitting in
simlar hearings as this.
(Laughter.)

MR ECKELS: | am Robert Eckels, county

judge of Harris County, Texas. As such, it's
equi val ent of the county executive in nost areas, the

presiding officer of our Commissioner's Court.

I'mal so here today representing the
Nati onal Conference of H ected County Executives.
Harris County, and you have got copies of

ny testinony. I'll try to hit the high points of that

and not fill in everything that you can read al ong,
but Harris GCounty is the third nost popul ous county in

the nation. Ve have over 3.2 mllion residents.

Appr oxi mat el y 850,000 of those |ive outside of any
i ncorporated area, which al one would be the 11th
largest city in Anerica

The Aty of Houston represents about 55

percent of county, and of course, it's the fourth
largest city in the country.

V& also are a large county, 1,780 square

mles. It covers alarge territory, as well as a |lot
of peopl e.

V¢ have directly enpl oyed over 13,500



67

N

o~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

enpl oyees. That does not include, and I wll limt ny

comments to the direct inpact on the county operations
itself. W also have our associated entities, such as
the hospital district which has anot her 10, 000

enpl oyees and hundreds of their own vehicles, and we

set their budget and tax rate and all, as well, but I
will limt the comments | have here to those directly

affecting Harris County and the inpact that this mght

have on Harris County.
Qur vehicle fleet is approxinately 2,200
cars that fall belowthe 8,500 pound gross vehicle

weight limt that's affected by the Energy Policy Act

of '92. O those, about 1,300 are |aw enforcenent
vehicles. That seens to be growing all the tine, but

that | eaves us with about 900 cars that are affected

by the regul ati ons we're tal ki ng about today.
And just with that 900 vehicles in the
area we' re tal king about, we repl ace about 16 percent

of those each year. Each vehicle is replaced about

every 6.25 years. Mst all of these are cars, sone
light trucks, and nost of themuse gasoline as the

f uel

I'mgoing to assune that the fuels for our
di scussion today that are acceptable as alternative

fuels are the same as those that neet the requirenents
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of the Alternative Fuel Transportation Programfor the

Energy Policy Act of '92. For reasons that | will
briefly go over, | guess that we only find two of
those fuels to be acceptable alternatives for us.

The net hanol denat ured al cohol and ot her

al cohols even if they're 100 or 85 percent m xtures,
we see themas a health and safety risk for our

workers, nore costly than gasoline, and nore corrosive

and poi sonous, and | eading to higher cost repl acenents
for our fuel lines, engines, and the parts that cone
in contact with those fuels.

The hydrogen, coal derived liquid fuels,

fuels derived frombiological materials, they' re not
as readily available. Refueling systens are not

there. The conversion kits aren't as avail able for

t hem
Qur electrically powered vehi cl es,
al though | drove one yesterday and really enjoyed it,

they're not yet available on the market. They don't

have the range necessary, and particularly for our
conditions and driving situations in Houston.

That | eaves us with CNG the conpressed

natural gas or the liquid gas. As we replace about 16
percent of our fleet each year, or 144 vehicles that

woul d be affected by this act, the acquisition
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requirenents for |ocal governnents, if it's the same

as for state governnents, the vehicle is not as
general ly available to us as those that we currently
buy, our replacenent vehicles. | think we've heard

sonme peopl e tal king about that earlier

\ can convert our gasoline powered
vehi cl es or purchase them especially equipped

vehicles. |t costs us about 15 to 25 percent nore per

vehicle to equip them The vehicle, to be able to run
on CNG woul d cost us about $3,500 nore per vehicle.
Usi ng the LPG woul d cost about 3,000 nore per vehicle.

Usi ng the acqui sition percentages that

have been established for state and fuel provider
fleets as a guidelines, using ONG as an alternative

fuel for new vehicle purchases woul d cost us an

average of approximately $176, 400 each year for the
first five years, with the cost of 54,000 and $75, 600
in the second year, 126,000 in the third year, 252,000

inthe fourth years, 378,000 in the fifth year and

each year thereafter.
Wsing LPG as an alternative fuel for new

vehicles, it would cost Harris County approxinately

$150,800 in additional dollars each year for the first
five years, or the first year of cost of 43,000,

increasing to the third year to $216, 000, and
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ultinmately to the $324, 000 figure.

Now, because of the size of Harris County
and the distances they nust travel on any day, fueling
these vehicles is a particular problem and that's one

of the key points that we have here. It's a difficult

exercise for us. V¢ have over 27 fueling stations in
the county that we use. The ONG fueling stations are

estimated to cost about $400,000 each. W think it

will take at least five of these for the initial use,
and ultimately we woul d need to have themnore evenly
distributed around the country.

The mnimimstart-up cost would be $2

mllion in fueling stations al one.
To use LPG the mninmumstart-up cost

woul d be sonewhat | ess, at about half a mllion

dollars, but we would have to then devel op a system
for installing those throughout the county as well.
(e of the inportant considerati ons we see

for offering a fleet with alternative fuels is the

range of the vehicle. Wth a fuel tank, the CNG woul d
be able to go naybe 120 niles. For that reason and

because of sone of the other safety concerns as we get

into the tunnel systens and things in our community,
we think the LPGwould be a nore viable alternative.

Wsing the LPG the cost is somewhat |ess.
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% concede that we woul d recover sone cost by the

lower cost in the fuel than our gasoline. Qur
gasol i ne costs are about 83 cents per gallon. VW | ook
at LPG as about 61 cents per gallon

But when you | ook at the fuel savings and

our cost per vehicle, it takes approxinately ten years
to recover the cost, and with our replacenent cost of

vehi cl es or replacenent cycle at 6.25 years, we never

get there
Ve look at all of the costs to our county.
The total cost to Harris County of the additional new

vehicl e costs, the fueling costs, the fuel cost

savings, all lunped in together, and to becone
operational the cost for the LPG woul d be $538, 000-

plus. The second year it would go up to 558,000, then

kicks up to nearly $700,000 in the fourth year, and
then al most $500,000 in the fifth year. 1t's over
three and a half mllion dollars in six years alone to

make this conversion to the liquified gas.

VW also think that difficulties for |oca
governnments woul d occur in conplying with rul es that

may be promul gated by the Departnent if those

regul ations don't take into consideration other
federal and state regul ations governing alternative

fuel vehicl es.
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Harris County is required to be in

conpliance with the Texas Aean Air Act by Septenber
of '98. W are required to purchase a | arge
percentage of new alternate fuel vehicles that conply

with the enission standards established by the state

legislature, and there nmay be conflicts that occur in
the regul ations that conme out here.

Although | agree with the intent of the

Energy Policy Act to preserve petrol eumand petrol eum
products and to reduce our dependence on foreign oil
by using alternative fuels, as the chief executive,

the cost of inplenmenting this programwoul d be a great

shock to our county budget. It's already bei ng pushed
tothelimt many times fromthe federal governnent

and fromregul ations that cone in here, recent changes

in Medicare/Medicaid laws. Al of those things come
out of the same budget that we have.
It's ny guess that our county is not that

much different fromnost other counties in the

country. Certainly our situationis sinmlar to that
of the Gty of Houston and others. Their problens

woul d be slightly larger than ours because they have

a larger fleet.
In Harris County, we're sensitive to the

need to preserve our petrol eumreserves. As a menber
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of the legislature, and prior to this | served 12

years in the house; | carried the legislation to
encourage the use of alternative fuels, particularly
natural gas which is inportant to our state and

produced largely in our state, but the transition

woul d be snoother, | think, if it was voluntary and
drive nmuch nore by the desires of |ocal communiti es.

V& are working hard to do that at hone.

V& are working on our conversion process as it nakes
sense for us economcally, and we can do so without
putting an undue burden on the taxpayers.

At this point | would request that because

of these factors that the Departnent of Energy not
issue final regulations for the Energy Policy Act of

'92. Instead | woul d recommend that the program be

suspended and Congress be given the responsibilities
to reviewthe goals of the program review the program
in the context of an unfunded nandate, and work

together to produce a programthat rewards vol untary

conpl i ance and does not inpose an unfunded nandate on
| ocal governnents.

'l be happy to answer any questions that

you have about the inpact on our community, and we
have the background infornmation if you need specifics

on these nunbers.
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MR GRCGES: Do you have questions?

MR MARDLE Yes, | have one real quick
question. In your cost anal ysis, your ten-year cycle,
did you assune that the propane vehicle had an

increnental cost of $3,000 throughout that tinme frame?

MR ECKELS: For each vehicl e?
MR MARDLE  Yes.

MR ECKELS: W didit onacar. If we

converted it today, you know, what would it be?
MR MARDLE And just assumed that cost
to be --

MR ECKELS: Assuned that cost down the

i ne. You know, that was how we arrived at that
nunber on the conversion cost.

And, Ms. Lewis, you nentioned earlier or

I think you had commented, too, about the way we woul d
do this and different regulations in different states
and how that mght be versus a national policy that

was consistent. That does not offend ny sense of the

way it mght work because things that mght work in
Houston nay be very different, for Harris County may

be very different than what woul d work here in

Washington, D.C. area or another clinate or place
where the road conditions were different.

| nmuch prefer the idea of |ooking toward
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i ncentives, be they parking, you know, green curbs as

it was described earlier for these vehicles. e of
the things | had suggested was tax incentives nyself
that would elimnate or reduce the taxes on these

vehi cl es and sonme of the fuels that are used in these

vehi cl es.
You can | ook at some of the things that

have been done with the electric cars where you' ve had

outright financial incentives to the conpanies to
devel op and narket these.
| think there's a range of options you

could do that do not just push this cost down on the

| ocal taxpayers because ultinmately whether the fol ks
are paying for it at the federal level or at the state

level or at the local level, they're all the same

taxpayers, and they're going to have to pay for it,
and we woul d assune that we were able to devel op a
plan that worked well for our |ocal communities, and

I would love to work with the Department on devel opi ng

these regs. and how it mght work.
| think that we can do that. The goals,

| think, are nobel and inportant for our community and

our country and certainly for the Texas oil and gas
industry, but nore inportantly, we should do it in a

way that does not force this burden on the |oca
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taxpayers in Harris County or in any other part of the

nati on.
M. LEWS: |'d like to ask you a question
since you said ny nane

MR ECKELS: |'ve been trying to listen to

what you' ve been aski ng.
M. LEWS: | want to ask you. |'mnot an

econom st, but maybe | can talk to Paul later, but

per haps you could give ne the information, as well.
Your cost analysis of how nuch it woul d cost over the
years of this program you gave us a total price for

year, year, year. D d you consider the possibility,

and hopefully that woul d happen if this would go into
effect, that the nore vehicles are bought by | oca

governnment's private fleets, the nore vehicles are

going to be sold? Consequently the prices of those
vehi cl es are going to go down.
So did you take that into consideration

going all the way out to the year 2000 or whatever?

MR ECKELS: In our analysis of this, we
did not consider a future reduced price. Ve tried

that. Ve have done this in Texas, and when | served

inthe legislature, we tried doing this and nmandating
that our local -- and it was not just on these types

of vehicles. It was our fleet vehicles, primarily our
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school buses, our netro buses in Houston.

Today we have about 1,200 nmetro buses in
Houston that are operating on LNG or, | guess, LPG
They cost about $60,000 a piece to convert, and it has

been a trenendous burden on the | ocal taxpayers to try

to support that program W are continuing to do it,
but the legislature was forced to provide sone relief

inthe last session for that programin Texas because

it did not work as it was anti ci pat ed.
Ve thought if we nmade everybody do it the
price woul d cone down, and there's enough vehicles in

those fleets that you would think it would do so, but

the cost was still tremendously nore to convert and
operate those buses on the LNGthan it is on the

di esel fuel that they nornally woul d use.

And t he school s have been faced with the
sanme problem Wen you're trying to nake a deci si on
of whether to pay a teacher or pay to convert a bus,

it's difficult tojustify the additional cost for a

liquified or alternative fuel bus when you' ve got
schools that are falling down around the kids today,

and all of these dollars cone out of the sane pot.

You know, | think it can be nade to work
over tinme, and | think that the narket can drive that

wi thout the federal government dropping these nandat es
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on us. V¢ have tried that at home, and it hasn't

wor ked.
But nore inportantly, | think it can work
better with sone kind of partnership fromyour | ocal

communities that are having to pay the tab for this to

voluntarily conply and cone in with the efforts and
try to meet those goals wthout the mandate coning in

fromthe federal governnent.

M. LEWS: Thank you.
MR GRCSS: Thank you very much, M.
Eckel s.

MR ECKELS: Thank you very much for

havi ng ne up.
MR GROES: Qur next speaker is M.

Ti not hy Davi s.

MR DAVIS. od norning, |adies and
gentlenmen. Thank you for allowi ng us to make our
presentation this norning.

M nane is TimDavis. |'mthe inmmediate

past President of the National Council of H ected
County Executives. | amal so here today representing

Summt County, Chio, or Akron as our county seat. |

represent it as its county executive, and these
comment s have al so been endorsed by the County

Comm ssi oners Associ ati on of Chio.
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The National Council of Hected County

Executives is conprised of elected executives
representing over 500 counties throughout the United
States. Collectively we represent approxi mately 30

percent of our nation's taxpaying popul ation.

Over the past several years the federa
gover nment has | aunched nunerous prograns that pronote

the use of alternative transportation fuels. These

prograns are diverse in nature, supporting everything
fromproduction of alternative transportation fuels to
t he devel oprent of the marketing infrastructure for

t he fuel s.

When subsidies did not deliver results of
sufficient magnitude, | awnakers responded wth

mandates requiring that certain classes of fuel users

acquire and operate alternate fuel vehicles in lieu of
conventional gasoline or diesel powered vehicles. The
mandates ultinately have resulted in higher costs to

t he taxpayers.

In 1992, Congress passed the Energy Policy
Act, including Titles Ill, 1V, and V, which

established a national alternative fuels program

Under that |aw, Section 507(a), the Departnent of
Energy is authorized to mandate for |ocal governnents,

i ncludi ng county and nunici pal fleets, a vehicle
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acqui sition schedul e begi nning with a 20 percent

purchase requirenent in nodel year '99 to 2001. The

purchase requirenents increase to 70 percent begi nning

in 2006 and every year thereafter.

In addition, these sanme regul ations will

also require private fleets to purchase alternatively

fuel ed vehicles along a simlarly prescribed schedul e.

VW are very concerned with this proposal,

as well as the inplenentation of DCE s rule finalized

earlier this year.

That requires alternative fuel

providers and state governnents to begi n purchasing

al ternative fuel

county and mnuni ci pal

nanner .

budget .

Local

vehicles in 1996.

The Energy Policy Act programwill inpact

governnents in the fol | owi ng

governnents must operate on a bal anced

only mention that as a contrast to the

federal government.

it?

revenues.

to ny county council

(Laughter.)

MR DAVIS. It's tough out there, isn't

Further, we do this based on esti nated

| amcurrently in the process of presenting

the 1997 budget. This is, in

effect, a guesstimate since we nust forecast the

anount of

revenues we will

gai n through the end of
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next year. The county and nunicipal fleet alternative

fuel requirement is sinply an unfunded nandat e added
to that process.
At what point do | go back and start

addi ng this kind of budgeting into that process?

The advanced notice of proposed rul enaki ng
states that the Unfunded Mandat es Reform Act of 1995

and Executive Orders 12,866 and 12, 875, quote,

"require careful consultations wth stakehol ders and
creative exploration of alternatives to regul ation
that could achieve the statutory objectives."

The DCE shoul d evaluate all the possible

alternatives with the stakehol ders, including |ocal
governnents, so as to arrive at a sol ution that

mnimzes the financial inpact. Qherw se the county

and nunicipal alternative fuel fleet requirenents may
require counties and | ocal governnents to increase
property taxes or other |ocal taxes, such as sal es

taxes, in order to bal ance their budgets.

The DCE has thus far failed to meet the
statutory deadlines for the Energy Policy Act's

alternative fuel prograns. In establishing the

rul emaking for the state government fleets and fuel
providers, the DCE was to have promul gated the rul e by

January 1, 1994, to allow over 20 nonths of lead tine
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or until Septenber 1 of 1995 before vehicle

acqui sition for nodel year 1996 woul d have begun.
The DCE did not conplete this rul enaking
until March 14, 1996, and had to extend the vehicle

acqui sition statutory deadl i ne by one nodel year out

begi nning in Septenber 1, 1996. This delay has
created serious problens for state and fuel provider

fleets who will not have as nmuch tine as allowed in

the statute to obtain and insure proper operation and
mai nt enance of their alternatively fuel ed vehicles.
Consequently, it is recommended that any

subsequent nmandates on county and private fleets al so

be del ayed until the DCE can observe the full
i npl enentation of the first phase of DCE s alternative

fuel vehicle program

This delay would allow DCE to determne if
there are any inprovenents that can be nade to the
overall DCE programprior to devel opi ng the next

rul emaking for private and | ocal government fleets.

An early failure inits first step of
DCE s alternative fuel vehicle programfor fuel

providers and state governnent fleets could result in

a conpl ete collapse of the entire program if not
corrected prior to inplenenting the private fleet and

| ocal governnent program
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The DCE shoul d suspend this rulemaking to

allow sufficient tine to observe the inpl enentation of
the fuel provider and state fleet program
Under the Aean Air Act, clean vehicle

requirenents in nine netropolitan areas are al ready

required to use reformul ated gasoline, but under DCE s
programthese areas are not allowed to use

reformul ated gasoline. This inconsistency in the two

statutes is very confusing. Local officials only have
-- elected officials only have a certain capacity to
under stand t he conpl et e opposites.

(Laughter.)

MR DAVIS. The Energy Policy Act requires
the DCE to determne the technical and econom c

feasibility of achieving the goals of producing

repl acenent fuels. The DCE has not yet conpleted this
study of the technical and econonic feasibility of
nmeeting the Energy Policy Act's ten to 30 percent

repl acenent fuel goals.

Prior torequiring further alternative
fuel vehicle nmandates, the DCE nust conpl ete the

feasibility study in order to deternine if the ten to

30 percent targets are, in fact, even feasible.
Over the last several years county

muni cipalities have incurred significant cuts in state
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and federal support. GCounties are being asked to bear

the burden of state and federal budget cuts in
addition to balancing their own budgets. DCE s
proposals will require significant increases in |oca

governnment tax assessnents in order to pay for these

alternative fuel replacenent prograns.
This is another classic exanpl e of federa

governnent's unfunded nandates. V¢ understand that

alternatively fuel ed vehicle purchase costs are
significantly higher than traditional gasoline powered
vehicles. For instance, we have been advi sed t hat

conpressed natural gas vehicle conversi on adds

sonmewhere between three to $7,000 to the cost of the
conventi onal vehicle.

In Summt County, Chio, we have over 1,600

fl eet vehicles which at a conversi on cost of $5, 000
per vehicle will ultimately cost $8 mllion to convert
to conpressed natural gas.

It should al so be noted that there are

over 500, 000 vehicles registered in ny county, and
that Summt County is at the very center of the

crossroads of the interstate systemof Chio. This

interstate systemadds nany nore vehicl es passing
through Summt County on a daily basis.

Further, there are over 200 trucking firns
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alone that do business in Summit County. | guess ny

question is: what inpact will the alternative fue
requi renent on 1,600 vehicles have on air quality in
our area? What benefits will the citizens receive

when they will experience cuts in services due to

funding of this project?
| can assure you that nobody is going to

run for office on raising taxes to put conpressed

natural gas cars on the road.
To our own credit, we have coomtted to
changi ng our entire netro bus fleet to an alternative

fuel propulsion. This being done in a budgeted,

phased i n nanner.
Additionally, there are sone nore

questions fromcounty taxpayers. Could the funds be

used in a nore beneficial program such as crine
prevention or education, or to admnister the
responsibility of the welfare programs recently

shifted to | ocal governnents by the bill signed by the

Pr esi dent ?
It seens to ne that a much nore benefi ci al

and cost effective programwoul d be the encouragenent

of alternative forns of transportation, such as
commuter rail in our conmmunity. Not only would the

subsidy not be as large, but we nay save nore noney
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due to less repairs on the hi ghway system

Additionally, the county woul d have | ess
repair on the secondary road systemthat feeds the
interstate system That repair all falls back on the

county budget.

A nore productive econony woul d result
froma diversified transportation system leading to

a stronger econom c base on which to devel op

alternative fuel prograns over the |ong run.
These unfunded nmandat es keep com ng from
federal and, in fact, now state governnents, naking it

nore difficult for the counties and | ocal governmnents

responsi bl e for fiscal nmanagenent. The cost of these
prograns are another burden on an al ready overburdened

property tax popul ation

The Congress overwhel mngly passed in both
houses and the President signed into | aw the Unfunded
Mandat e Act of 1995. In addition, the President

recently signed the Unfunded Mandate Executive Oders

12,866 and 12,875. The Department of Energy's private
and local governnment fleet regulation is exactly what

the newlawis intended to prevent.

Maki ng | ocal governnents and counties
responsi bl e for these types of alternative fue

prograns shoul d be reevaluated. |t sinply does not
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make sense for Congress to have passed unfunded

mandate legislation and at the same time be faced with
DCE s proposal which is nothing nore than a classic
unfunded nandate, nor does it make sense to justify

these programs either on the basis of national energy

security or for environnental reasons.
The National Council of Hected County

Executi ves recommends that DCE not issue the final

regul ations, but rather suspend the programuntil such
time as Congress can go back and reviewit.
The DCE shoul d encourage Congress to go

back and review the goals of the programand the

prescriptive nature of the unfunded mandat e.
Finally, we recommend that Congress

recogni ze the budget constraints on all |evels of

government and busi nesses and, therefore, nake the
programvol untary for |ocal governnments and private
fleets. By doing so, they will make the taxpayers of

Arerica grateful.

Ladi es and gentl enen, the National Council
of Elected County Executives stands ready to work in

partnership with the Departnent of Energy to find some

i nnovat i ve sol utions to achi eve your goal s.
I'll be pleased to answer any questions,

if |I'mcapable.
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MR GRCES: Thank you.

MR MARDLE Yes. Actually | don't have
a question, but | have just a response to you and
several of the other speakers, and this is just kind

of a plug for ny office, the (ffice of Policy. It's

been rai sed by several speakers, and | quote what you
said. "DCE has yet to conplete the study of the

techni cal and economc feasibility of neeting the

EPAct ten and 30 percent replacenent fuel goals."
There's a section in the Act, 502(b), that
requires us to do a study. VW' ve conpleted that

study, and that's out for several nonths now,

finalized, and that evaluated the goal s given certain
assunptions regardi ng vehicle stock and fuel

availability.

V& are, however, following that up with a
transitional analysis of given the 502(b) results, how
do we get there fromhere and what are the costs

involved. So | just want to make that clarifying

st at enment because several speakers have brought it up,
and | just wanted to nmake a plug for the Departnent

and the Cfice of Policy.

MR DAVIS. (hviously the staff didn't get
that part into the program

MR MARDLE Ckay. That's just want |
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wanted to bring up.

MR DAVIS W will nake sure we follow up
on that aspect.
Thank you very much.

MR QRS ['ve got --

MR DAVIS. (Ch, sorry.
MR GRCES: |'ve got one question. You

noted that 1,600 vehicles in your case isn't going to

make a difference in your area in the big picture. |
guess the question | have is if we don't start small
somewhere with fleets, for exanple, where do we start,

or are you suggesting that we don't start, that we

just conpletely look in other directions, such as the
mass transit approach and so forth?

MR DAVIS It's kind of interesting. |

suppose we're | ooking at which one goes first and how
far down the line we go, and in fact, there are 88
counties in the State of Chio. About 80 percent of

the population resides in ten of them That |eaves a

huge portion of the state in an agricultural base,
which is much concerned with alternative fuels, but

al so | ack anywhere near the resources to devel op that

alternative fuels.
Those counties are not being asked to pay

for the devel opment of this program as an exanpl e,
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and there is where especially under farmvehicles

where the alternative fuel programis |ooked at as
much nore benefi ci al
So sonewhere in this shift of this

process, we should be | ooking at this. Do we say that

we shoul dn't develop this? No, that's not what we're
saying. W believe that anything down the road shoul d

be devel oped.

But al so sone of this change, sone of this
burden can be lifted if we can diversify our
transportation systema little better

Just very quickly, Akron, Chio, was once

known as the rubber capital of the world, and 20 years
ago if sonebody said that that was not a sustainabl e

industry in Chio in Akron, you' d have been | aughed out

of town. In atw and a half year period, we | ost
18, 000 nmanuf acturing j obs.
Ve learned a lesson. Diversity is what

will keep the econony going in the future, not

reliance on one systemof transportation, and
ultimately even with alternative fuels, we're stil

relying on one systemof transportation: the hi ghway

system
In Chio, over a billion and a half dollars

are being spent this year on the nai ntenance of roads,
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and $5 mllion is being spent on the maintenance of a

rail system This is not diversity through
transportation. That diversity will not give us
overall strength at the end.

So | think that we have to be | ooki ng at

that kind of a structure. VW need it. V¢ do need it.
Ve need it all. W're wlling to work through this

programto achieve this, but fromwhat we are working

on fromthis level, our main goal at this point --
I've got 50,000 commut ers between Akron and d evel and
daily. | can ease that burden, inprove air quality by

putting themon a train. Putting nore cars on the

hi ghway, even on conpressed natural gas, is not going
to save us that kind of noney, and the overal |l cost

woul d be much | ess.

So we're not saying don't doit. W're
saying what's the priority here and how do we nove
this whole transportation systemforward in a fashion

that is, in effect, going to create a stronger

econom c base so that we can afford this.
MR GRXES: kay. Thank you very nuch,

M. Davis.

MR DAVIS. Thank you.
MR GROES: Qur next speaker is John Lynn

fromthe American Met hanol Institute.
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MR LYNN Thank you.

M/ nane is John Lynn, and | am Vice
Presi dent of the Anerican Methanol Institute.
The Anerican Methanol Institute serves as

a trade association for the nethanol industry and

works to pronote the use of methanol as an alternative
vehicl e fuel and as a conponent of oxygenated and

reformul at ed gasol i nes.

Detroit's auto nmakers are understandably
proud of the fact that it takes ten cars today to
create the sanme anount of poison that one car al one

produced 20 years ago. Wiile this is probably true,

there are other facts that need to be consi dered.
In the 20 years between 1970 and 1990, the

nunber of vehicle mles travel ed doubl ed, from one

trillion mles to two trillion mles. About one
fourth of all Amrericans, 62 mllion people, live in
areas that violate federal air standards. According

to the Arerican Lung Association, 12.1 mllion

children live in areas that exceeded the federal ozone
standard, 877,000 of whom are di agnosed w th ast hna.

Pollution fromcars is the | eadi ng source

of ozone precursors that formthe snog that hangs over
our cities on hot summer days.

Bef ore di scussi ng how we can sl ow or
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reverse the inpact of those trends, let's first take

a closer look at just how we inprove the environmental
per formance of our cars today.
Car em ssions are inproved either by

cleaning up the car or cleaning up the fuel it burns.

The addition of the catalytic converter and the
renoval of |ead fromgasoline nade the |argest

contribution to reducing tail pi pe eni ssions.

Fol | owi ng the energy shortage of the
1970s, the country began a search for alternative
fuels. Methanol quickly became the principal focus of

attention. Made fromdonestic natural gas and a

liquid fuel at anbient tenperature and pressure,
nmet hanol was and still is an ideal alternative fuel.

The devel oprrent of the flexible fuel

vehicle that runs on M85 gasoline or any conbi nation
of the two fuels in a single fuel tank was the ideal
solution to the chicken and egg problem M85 is a

bl end of 85 percent nethanol and 15 percent unl eaded

gasol i ne.
The strengths of methanol as an

alternative fuel have never been evident than they are

today. For 1997, Ford is selling their Taurus
flexible fuel vehicle with a sticker price of $345

| ess than the conventional gasoline powered cars.
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This is a watershed deci sion. The Ford Taurus FFV now

conmes with a cost incentive rather than an increnental
cost, an incentive, | mght add, provided by the
private sector and not the federal government.

For a nunber of years, Ford has sold out

its production run of Taurus FFVs. |n the 1996 node
year, Ford sold 5,300 Taurus FFVs and for 1997, the

di scount package is being offered on the first 12,000

vehicles sold, and Ford has said it can produce an
unlimted nunber of Taurus FFVs.
Wth the success of Taurus FFVs, we are

actively working to encourage Ford and other auto

makers to of fer a broader range of methanol vehicles.
V¢ know the fleet owners want nore net hanol nodels to

choose from

In California, Xerox has about 70 nethano
FFVs and woul d |ike to purchase nethanol vans. W
hope DCE will provide sinlar encouragement to Detroit

to broaden the range of nethanol vehicles offered to

fl eet purchasers and consuners.
A further piece of encouragi ng news

recently was announced by Ashland Chemical. Ashland

Chemcal is the largest distributor of chemcals and
plastics in North Anerica. Ashland Chem cal has nade

the decision to convert its corporate fleet in
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California to exclusively nethanol FFVs. (nce again,

this was a decision nade by an entity in the private
sector that had a long, hard | ook at the bottomli ne,
the efficacy of these vehicles, the efficiency of the

f uel s.

Wth the panel's permission, | have a
statenment from Ashland Chenical that I'd like to

include with ny testinony at this point in the record.

In terns of fuel costs, methanol is priced
in the range of md-grade and bel ow the cost of
premumgasoline at the retail level in California.

Consi der the punp price of M85 to be about a dinme

hi gher than regul ar gasoli ne.
| filled ny Taurus FFV up yesterday

norning over at the Sun station, South Capitol Street

and M | had $1.31. Premumunl eaded was $1.42. So
once again, that's the real life facts of the pricing
on the fuel and its availability.

To sumup, we have a mature technol ogy in

the flexible fuel vehicle. A 1997 nodel woul d cost
less than its gasoline equival ent, inexpensive

infrastructure to construct, and a nodest increnenta

fuel cost.
For a fleet operator, even a nodest

increnental fuel cost, however, above regul ar gasoline
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is still an inportant issue. To a large extent, this

increnental cost is the result of a separate public
policy gone awy.
O an energy equival ent basis, the federa

excise tax on a gallon of nethanol is over 23 cents

versus 18.4 cents per gallon of gasoline. Mthanol is
not the only fuel that suffers a tax disincentive.

Propane and LNG al so pay a tax penalty.

What is needed is a rational tax policy
for all natural gas based fuels. The Chairnman of the
House Ways and Means Commttee, M. Archer, has

indicated that he intends to appoint a task force to

|l ook at the taxes coll ected on fuels.
The reauthorization in the new Congress of

ICE-T will undoubtedly offer an excellent opportunity

to address what Chairnman Archer has referred to as a
pat chwork quilt tax policy.
V¢ wel corre the opening of this debate.

Qearly public policy that supports the use of

alternative fuels, on the one hand, should certainly
not di scourage their use on the other hand.

The use of nethanol as an alternative fue

can provide this country with econonic, environnental,
and energy security benefits. For the fleet operator

and the consuner, nethanol is a friendly fuel. It is
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safe and easy to use, with a proven track record of

excel | ence.
Thank you very much.
MR RCODGERS: Just a quick question

Met hanol is used for a lot of things other than just

transportation, too, and | was wondering if you felt
there was a parallel situation for nethanol consuners

as to propane consuners. Are they in the sane boat?

Do they support or oppose methanol for use as a
transportation fuel ?
MR LYNN |I'mnot aware of any concern

expressed by other consuners of nethanol, and in fact,

there are strong indications that as a greater use of
nmet hanol is accepted, suggested, and encouraged,

whether it be in the flex fuel vehicle or in the

autonotive fuel market as a whole, our industry, the
nmet hanol industry, has the capability of matching that
i ncreased denand for capacity.

| think it's inportant to enphasize that

right now 90 percent of the demand for nethanol is
being net by U S. donestic production. An additiona

ei ght percent is being net by our trading partners in

t he Sout hern Hem sphere and Canada, while only two
percent is being provided fromEurope, Asia, and the

M ddl e East.
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So if thereis atenfold increase in

denmand, that capacity is capable of being net right
here at hone and with our partners in the Northern
Hem spher e.

MR MARDLE Yes. Real quick. You

nmentioned a rational tax policy for transportation
fuels, and you highlighted the differential between

nmet hanol and gasol i ne.

MR LYNN R ght.
MR MARDLE Do you have any suggestions
on that issue other than -- | nean, you nenti oned

Chai rman Archer and putting together some peopl e and

worki ng on that, but do you have any ideas yourself on
where we shoul d go there?

MR LYNN Well, | think our first message

to the Congress, to the tax conmmttees, is that there
shoul d be encouragenent, incentives for the
alternative fuels, and that that shoul d be done in

furtherance of the national security objectives

spelled out in EPAct, but that Congress shoul d not
pi ck winners and | osers. There should be uniformty

inthe treatnent of alternative fuels, and especially

when it cones to natural gas based alternative fuels.
There should not be that differential that

currently exists.
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MR MARDLE Thank you.

MR GRCES: Any questions?
(No response.)
MR GROES: Thank you very rmuch, M. Lynn.

MR LYNNN This is the Ashl and st at enent

for the record.
MR GRCES: Thank you very much.

MR LYNN Thank you.

MR GROSS: Qur next speaker is M. Bill
Vest, representing the El ectric Transportation
Coal i tion.

MR VEST: Thank you, M. Goss and M.

Katz and other nenbers of the panel.
M/ nane is Bill Wst, and |' mhere today

speaki ng on behal f of the Hectric Transportation

Coal i tion.
The Coalition is a national, nonprofit
organi zati on dedi cated to the advancenent and use of

electricity as a transportation fuel. Mnbers of the

Coalition include investor owned and cooperative and
publicly owned el ectric utilities, automrobile

manuf acturers, includi ng autonobil e manuf acturers who

are introducing electric vehicles as early as late
this year, conponent suppliers, technol ogy devel opnent

conpani es, and state and | ocal governnents.
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The major activity of the Coalitionis to

encour age the devel opnent of federal policies that
support and encourage the use of el ectric vehicles.
The Coalition, let me say at this tine, will also be

submtting nore detailed cooments in witing before

t he Novenber 5th deadline.
The Coal ition menbers support the

voluntary incentive neasures that woul d be effective

i n achi eving progress towards the fuel replacenent
goals as required by the Energy Policy Act of 1992.
EPAct commits the nation to a fundanmental transition

inthe transportation sector with a change to

nonpetroleumfuels which is vital to national security
and econom c security.

DCE shoul d aggressively inpl ement EPAct

and play a | eadership role in supporting the
devel opnent of a market for new, cleaner, and nore
efficient alternative fuel vehicles, including

el ectric vehicles.

Congress recogni zed that broad nationa
benefits are offered through the use of alternative

fuel vehicles, including electric vehicles. EVs offer

the United States a very inportant neans to reduce the
country's dependence on foreign petrol eum increased

fuel competition and fuel diversity and hel p reduce
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air pollution and greenhouse gas enissions in our

maj or urban areas.
According to DCE s own statistics, if
approxi mately 20 percent of the total nunber of cars

inthis country were replaced with EVs and el ectric

hybrid vehicles, nearly one mllion barrels of oil per
day woul d be saved.

A so, significant air pollution reduction

benefits are included, including reductions in
greenhouse gas em ssions, woul d be achi eved by
i ncreased use of electric vehicles. This is mainly

due to the fact that electric vehicles have no

tail pi pe emssions and are 90 percent |ess polluting
than gasoline vehicles, even if power plant enissions

at the national level are factored in.

In certain areas, such as Sout hern
California where our electricity is generated
primarily fromnatural gas and other sources of

extrenely clean fuel, the eni ssion benefits are even

nore significant, in the range of 98 percent |ess
pol luting than the cl eanest gasoline cars.

Further, as estimated by the Wrld

Resource Institute, EVs could reduce greenhouse
em ssions by up to 50 percent dependi ng on the power

plant mx in a given region.
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A ven these benefits, what can DCE do?

The Coal ition encourages DCE to i npl enent a program
that builds on market incentives already in place or
that are being adopted to encourage private and public

fleets to use electricity and other alternative fuel s

Oeating a narket for electric vehicles is critica
for realizing the potential of these vehicles.

Specific activities that DCE can undert ake

to support market incentives and vol untary prograns
that will pronmote the use of electric vehicles and
other alternative vehicles include one of the four

ar eas.

First, DCE needs to continue to support
the electric vehicle narket | aunch franework. The

electric vehicle market launch is a plan for the

denonstration of up to 5,000 electric vehicles in as
many as ten communities in the United States begi nning
in 1997. This initiative is designed to inplenent and

bui I d upon the ongoing EV tests and eval uati on

prograns known as Hectric Vehicle of Arerica.
The key el ement of the EV market |aunch

framework is the preparation of a limted nunber of

communities to receive electric vehicles in order for
the communities to test and eval uate these vehi cl es,

and an EV ready community can be defined as one in
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whi ch the necessary infrastructure is put in place to

support electric vehicles. This infrastructure
i ncludes charging facilities, vehicle support
servi ces, building codes nodifications, fire and

safety code nodifications, and training.

An integral part of this effort is for DCE
to continue to support the devel opnent of

infrastructure through its nodel city prograns and

other prograns. (ne of the key el enents required for
t he devel oprment of a long-term sustainable narket for
electric vehicles inthe US. is the devel opnent of

the necessary infrastructure to support these

vehi cl es.
For a community enbrace el ectric vehicles,

the stakeholders int hat commnity, the electric

utility industry, |ocal governnment, and business, and
the citizens, nust devel op and pronote incentive
prograns that encourage early vehicle sales and

investnent in EV infrastructure systens.

During the | ast year DCE has partnered
with the Departnent of Transportation, the Hectric

Transportation Coalition, and H ectric Vehicle

Association of Arerica to bring workshops to a linted
nunber of selected areas that provi de gui dance to

communities on how to becone EV ready. The Coalition
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appl auds this work and appreci ates the fact that DCE

supports the project in the past, and we encourage DCE
to continue supporting this project in the future.
Thirdly, DCE nust continue to support the

devel opnent and early introduction of electric

vehi cl es thensel ves. EPAct through alternative fue
provi ders' purchase requirenents for state and

alternative fuel providers' fleets in the conversion

requirenents for federal fleets shows that Congress
intended for the governnent to help create the
critical early market for electric vehicle technol ogy.

The early market strategies will help to

create an environnent that will allow for increased
vol umes and, therefore, declining prices to enable the

creation over tinme of a sustainable narket for

electric vehicles. It is critical that the federa
governnment, as well as the fuel providers and state
governnents, enbrace the goals of EPAct and step

forward as early adopters.

President Qinton in 1993 signed an
Executive Order 12,844. That increased the federa

governnent's commtnent beyond the | evel s required

under EPAct.
However, the federal governnment continues

to struggle to nmeet even the requirenents of EPAct.
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The Coal ition encourages DCE to hel p spur greater

conpl i ance anong the federal agencies and to assi st
those agencies' efforts to successfully depl oy
electric vehicles, including supporting a second

executive order to enforce the first executive order

Lastly, nmany custoners, whether fleet or
i ndi vi dual buyers, will be reluctant to purchase

electric vehicles due to their initial higher cost in

the short term Governnents can help electric
vehicl es to overcone these nmarket entry barriers
through the provision of incentives that encourage the

purchase and use of el ectric vehicl es.

e way the federal governnent can help to
overconme nmarket entry barriers to electric vehicles is

buyi ng down the anticipated price prem uns that

consuners will be asked to pay for these new, clean
and efficient technol ogies.
For exanple, federal tax policy offers an

i nportant nechanismfor providing limted, but

critical support for the early commercialized el ectric
-- light and heavy duty electric vehicles. Existing

tax code made avail abl e through EPAct provides a ten

percent tax credit based on the purchase price of an
electric vehicle up to 4,000. This tax credit, while

beneficial, is inadequate if this technology is to
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achieve a level playing field with other alternative

fuel s.
The Coalition is supporting a nunber of
nodest additional incentives that will help to

stimulate the EVE narket. These recommendati ons are

i ncluded in Senator Barbara Boxer's, a Denocrat from
California, dean Fuels Vehicles of 1996 Senate bil

1848, which was introduced this year

| will not go through the details of the

bill, but we do support the bill and the provisions in
it that will increase incentives for electric
vehi cl es.

Let ne say in conclusion the increased use
of electric vehicles will clearly assist DCE in

achieving its fuel replacenent goals as required by

EPAct. To increase the use of this new technol ogy it
is critical that policies and programs are put in
place to create an environnent that will support the

early purchase and use of electric vehicles. Such

policies include supporting the electric vehicle
mar ket | aunch framework, as well as supporting federa

policies and prograns, such as the |egislation

proposed by Senator Boxer, to stinmulate the
devel opnent of the electric vehicle narket.

Lastly, prograns nust be put in place that
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will pronote depl oyment of infrastructure necessary to

support electric vehicles and other alternative fue
vehi cl es.
That concl udes ny renarks.

MR GROES: Thank you very much.

Quest i ons?
(No response.)

MR GROES: | guess |'ve got one question.

MR WEST. Sure.
MR GROES: Wth respect to the federal
fleet provisions in the executive order, other than

trying to give it a push w th another executive order,

do you have any ot her specific ideas on how we coul d
do what you suggest, which is really spur greater

conpl i ance across the federal governnent with the

requirenents of the Energy Policy Act for the federal
fleet itself?
MR WEST: Wll, | know personally | would

certainly endorse additional funding by DCE for

pur chase of vehicles and to offset some of the initial
hi gher costs.

MR GRCES: Maybe we have our own unfunded

mandate, | guess, huh?
MR WEST: Yeah.

(Laughter.)
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MR GRXES: kay. Thank you very nuch.

MR VEST: kay. Thank you.
MR GROSS: Qur next speaker is M. R ck
Tenpchin of the Edison Hectric Institute.

MR TEMPCHN ood norning, gentlenen.

MR GROES: (ood norning.
MR TEMVPCHN M nane is R ck Tenpchin.

I'mDrector of Electric Transportation at the Edi son

B ectric Institute.
M. LEWS: That's okay.
MR TEMPCHN Ch, pardon ne.

(Laughter.)

MR TEMPCHN On behalf of EE, an
associ ation of investor owned electric utilities, |

appreciate the opportunity to speak with you today.

Al so, as a nenber of the board of directors of the
B ectric Transportation Coalition, EEl supports the
comments presented by Bill Wst of Southern Cal.

Edi son on behal f of ETC

The electric utility industry has a dual
perspective as both an advocate of alternative fuels,

especially electric vehicles, and an industry subj ect

to the first wave of federal alterative fuel vehicle
regul atory requirenents.

EEl has worked hard to facilitate
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conpliance with EPAct by utilities with the use of

electric vehicles, and these efforts are conti nui ng.
Uility EPAct conpliance and the requirements on
federal and state fleets are part of the nenu of

policy directives that will help achieve the goals of

the Energy Policy Act and the mssion of DCE s (fice
of Transportation Technol ogi es.

The electric utility industry shares the

transportation goals of EPAct and supports the nission
of the Cfice of Transportation Technol ogi es. W
bel i eve that the commercialization of electric

vehicles is a key tool for acconplishing the nm ssion.

VW al so believe that electric vehicles should be a
maj or part of any alternative fuel vehicle programon

the federal, state, and |ocal |evels because of their

ability to meet multiple societal objectives.
Today |'d like to address DCE s concerns
about a key barrier that the agency has identified in

its strategic plan. The barrier is the so-called

wi despread skeptici smabout the environnmental benefits
of alternative fuels.

In actuality, there is grow ng public

acceptance of the fact that electric vehicles are a
desirabl e solution for reducing pollution, especially

in nonattai nnent areas. The truth is that the oil



110

N

o~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

industry is waging a negative public relations

canpai gn using inaccurate data and faulty analysis to
keep this skepticismalive and to create the illusion
that is widespread. Today |'d like to set the record

straight.

Honest conpari sons of the environnent al
i npacts of various vehicle fuels require sophisticated

anal ytical techniques, a thorough understandi ng of

various fuel cycles, and accurate data inputs. Over
the past several years researchers at the Argonne
Nati onal Laboratory have devel oped the nodel i ng

capability and data to performwhat shoul d be the

standard for these types of anal yses. This work,
described in the report "GREET 1.0--Transportation

Fuel Cycles Mdel: Methodol ogy and Use" was sponsored

by the Uhited States Departnent of Energy.
| will briefly highlight the results of
the electric vehicle conclusions fromthe study which

calculates life cycle emssions for assune 2000 node

year cars, and by the way, it al so has concl usi ons for
all other alternative fuels.

The anal ysi s includes power plant

em ssions and em ssions fromfuel production. The
em ssi on savings represent ranges whi ch include the

national average el ectric generation fuel mx and East
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Coast and West Coast fuel m xes. These nunbers are

conservative in that the northwest region, which is
nostly hydropower generation, is not included in the
anal ysi s on a regional basis.

For total energy use, electric vehicles

reduce total energy use by 25 to 38 percent conpared
to gasoline vehicles. Thus, electric vehicles are

clearly nore energy efficient.

Regardi ng petrol eumuse, electric vehicles
reduce petroleumuse by 85 to 97 percent. This is due
to the fact that power plants on average use petrol eum

products for less than four percent of their overal

fuel nx.
Regardi ng vol atil e organi ¢ conpound

em ssions, electric vehicles reduce em ssions of VOCs

by 98 to 100 percent. Thus, on a per mle basis,
electric vehicles emt virtually no VQOGCs.
Regar di ng carbon nonoxi de em ssi ons,

el ectric vehicles reduce em ssions of carbon nonoxi de

by 99 to 100 percent. Thus, on a per mle basis,
electric vehicles emt virtually no carbon nonoxi de.

Regar di ng nitrogen oxi de em ssi ons,

el ectric vehicles reduce enissions of nitrogen oxides
by 17 to 98 percent. The variation is due to regiona

differences in fuels used to generate electricity.
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Regar di ng sul fur di oxi de em ssi ons,

el ectric vehicles do not increase net sul fur dioxide
em ssions frompower plants because the Aean Air Act
caps sul fur dioxide across all power plants. Thus,

em ssions of sul fur dioxide cannot increase due to

el ectric vehicle use.
Regar di ng greenhouse gas em ssi ons,

el ectric vehicles reduce greenhouse gas enissions,

i ncl udi ng carbon di oxi de, nethane, and nitrous oxide,
by 14 to 46 percent conpared to gasoline vehicles.
Again, variations here are due to regional differences

in power plant fuel nmx.

Addi tional environmental benefits of
electric vehicles not addressed in the Argonne report

include things like | ead emssions. According to the

El ectric Power Research Institute, electric vehicles
do not increase |lead emssions. A |east 85 percent
of the lead used in battery nanufacturing i s secondary

| ead generation battery recycling, and 100 percent of

lead fromEV batteries is recycled. Regardless of the
vol unme of |lead used for electric vehicle batteries,

nodern controls on | ead mning and snelting mean that

battery use and environnental |ead exposure are not
directly correl at ed.

Additionally, electric vehicles wil
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transition to non-lead batteries, such as the nicke

nmetal hydride batteries which Toyota will offer in
their RAV-4 electric vehicle next year
Regarding other toxic chemcals, electric

vehi cl es elimnate human exposure to toxic chenical s

in gasoline. Exposure to cancer causing chemcals,
such as benzene, butatiene and fornal dehyde is

el i m nat ed.

Regarding water quality, electric vehicles
elimnate notor oil and other autonobile fuels from
the waste stream The EPA estinated 240 mllion

gallons of notor oil per year as inproperly dunped as

elimnated, as well as untold nillions of gallons of
et hyl ene gl ycol based engi ne cool ants.

El ectric vehicles al so do not contri bute

to | eaki ng underground storage tanks, oil pipeline,
and tanker | eaks.
Regar di ng noi se pollution, electric

vehi cl es elimnate engi ne noi se, which accounts for

roughly hal f of the noi se associated with interna
conbusti on engi ne vehicl es.

Now, nmany of these studies that

underestinmate the benefits of electric vehicles do so
either because they fail to use fuel cycle anal yses or

they use old data. Al so many studies sinply nake
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appl es and oranges conparisons of vehicles and fai

project narket based vehicl e conparisons based on
actual vehicles that will be purchased in the near
future

These errors seriously skew report

concl usi ons agai nst el ectric vehicles.
To conpl etely eval uate the energy and

environnmental effects of various transportation

t echnol ogi es, anal yses nmust consi der upstream

envi ronnmental inpacts, such as fuel production

processes, as well as total enmissions fromvehicle

to

operations. These excess or real world enissions have

been carefully docunented in this report, "Real Wirld

Em ssi ons from Mddel Year 1993, 2000, and 2010

Passenger Cars." This report was also partially

funded by DCE, as well as the Departnent of
Transportation.
Now, unfortunately many studies that

conpare el ectric vehicle enssions only consider

em ssions neasured in regulatory or certification
tests and fail to consider the followi ng: fue

rel ated en ssions, off cycle emssions, and

mal f uncti on em ssi ons.

Fuel related em ssions include those

generated through the foll owing chain of processes:
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primary energy production, feedstock transportation

and storage, fuel production, and fuel transportation
storage, distribution, and fueling. Em ssions occur
fromevaporation fromthe gas tank, engine and fue

line and fuel processing.

Cf cycle enissions include em ssions
associated with actual driving conditions which result

in tailpipe enmssions that are not measured during the

federal test procedure. For exanple, certain driving
conditions, such as frequent hard accel erati on and
long hill clinbing, are not neasured appropriately in

the federal test procedure.

Mal f uncti oni ng vehicl e em ssion controls
al | ow excess em ssions to spew from vehi cl es.

Exanpl es i ncl ude catal yst damage and failure of the

oxygen sensor whi ch provides feedback for control of
fuel-air ratio. These are the largest sources of
excess vehicle em ssions fromgasol i ne powered

vehi cl es.

Thus, according to the Environnenta
Protection Agency, pollution fromtail pi pes grows by

an average of 25 percent every 10,000 niles,

culmnating in vehicles that are two to five and
sonmetinmes ten tinmes dirtier than when they left the

show oom



116

1 And there are other environnental issues
2 as well. Another related issue is the fact that

3 electric vehicles don't idle. During city driving,

4 electric vehicles get the equival ent of al nost 60

5 mles per gallon conpared to ten niles per gallon for

6 a simlar gasoline powered vehicle, according to

7 research done by Argonne National Laboratory for DCE

8 Idling caused by congestion substantially reduces

9 energy efficiency and increases tail pi pe enmissions in
10 netropol i tan areas.

11 This is a key factor in emssion anal yses
12 since market studies indicate that nost electric

13 vehicles will be used in cities.

14 To conclude, many so-call ed studies on the
15 envi ronnental inpacts of electric vehicles, such as

16 t hose done by Carnegi e- Mel Il on, have provided the

17 public and policy nmakers with erroneous information

18 The authors are either naive or dishonest.

19 | appreciate the Departnment of Energy's

20 efforts to obtain unbi ased and accurate i nfornation

21 but | urge you to continue to research. This type of
22 information is critical to acconplishing DCE s m ssion

23 and for achieving the goals of the Energy Policy Act
24 and the dean Air Act.

25 This ends ny formal comments. Thank you
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for the opportunity, and | look forward to your

questi ons.
MR GRCES: Thank you.
MR MARDLE | have just one quick

question, and it deals with the | ead en ssion, and you

nmentioned the Carnegi e-Mel |l on study that cited | ead as
an issue with electric vehicles. Now, in your

statenment here it says that 85 percent of the | ead

used in battery manufacturing is secondary |ead
generating new battery recycling.
Are you saying secondary lead is the sane

as recycl ed | ead?

MR TEWCHN R ght.
MR MARDLE | didn't know what you neant

by that term"secondary."

MR TEMWPCH N  Sare thing.
MR MARDLE Ckay, and you also go on to
say 100 percent of the lead fromEV batteries is

recycled. So once a battery's life is done, that |ead

within the battery is al so recycl ed?
MR TEMPCH N That's correct, and the

battery process and the recycling is designed into the

vehi cl es thensel ves, very tightly controll ed.
MR MARDLE Ckay, and what is your view

on that Carnegie-Mllon study? Because that got a | ot
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of press. Have you fol ks | ooked over that study?

MR TEMPCH N Sure, sure. W' ve | ooked
at it alot, and | can put a detailed, you know, |ine-
by-line critique in our witten coments.

Alot of it is based on historic data

projected into the future, going back 40-sone years
when there were, you know, very few regul ations on

| ead processing. That's part of it. There's lots of

problens with it. That's one of the things.
MR MARDLE And just real quick, you
cited the GREEK nodel, but you al so cited a second

study which maybe I missed. Wat was that second

study you nentioned agai n?
MR TEMPCHN "Real Wrld Emssions from

Model Year 1993, 2000, and 2010, Passenger Cars."

MR MARDLE And the author of that
st udy?
MR TEMPCH N Law ence-Berkel ey Lab and

Cak R dge National Lab for DCE and DOT.

MR MARDLE kay. Thank you.
MR GRCBS: Vivian?

M5. LEWS: No.

MR GRCES: Now, |'ve got something | want
to pursue just for a mnute. In the case of electric

vehicles, it seens to me that, of course, you' ve got
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1 an even higher nmountain to clinb in terns of the

N

increnental cost in conparison to conventiona

3 vehicles, as well as conpared to other alternative
4 fuel vehicles.

5 As has been indicated in testinony

6 t hroughout the nmorning, there is concern about how

7 that's going to be dealt with on the part of

8 consuners, such as fleet owners, and howin the world
9 interns of noving fromwhere we're at to vol ume

10 production we can get over that hurdle that exists

11 particularly for electric vehicles.

12 And we can state that some of that

13 increnental cost ought to be in public terms in terns
14 of externalities of continued em ssions, but what is
15 the consurer going to do? You know, with these

16 unf unded nandates our own fleet owners in the federa
17 governnment have to deal with that, and we're trying to
18 convi nce themevery day that, gee, electric vehicles

19 are a pretty good deal, and they say, "Wat?" and they

20 look at the relative prices.

21 So | think we can relate to what fl eet

22 owners across the country are trying to deal with, and
23 conceptually it's a great idea. Practically, what in
24 the world are we going to do to nake it nore

25 attractive for those buyers?
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1 MR TEMPCH N Sure. The issue of cost,
2 of course, you know, VCRs were, | guess, $2,000 when
3 they first came out and prices have cone way down.

4 So, you know, the first answer is new technology is

5 al ways going to be nore expensive, and there's no

6 reason why electric vehicles can't be equivalent in

7 price on a life cycle cost basis to interna

8 conbustion engi ne cars.

9 But, you know, the other answer is the
10 mar ket issue. R ght nowcars are going to be |eased
11 in four cities in California and Arizona, and peopl e
12 are lining up to buy the cars. So the vehicle
13 manufacturers are conpeting for an admtted snal |
14 early market, and we're already seeing prices com ng

15 down, conpetitive forces driving both the battery

16 t echnol ogy and pri ces.
17 Toyota's vehicle with an advanced battery
18 is going to be priced to narket at a price with an

19 advanced battery that peopl e thought wasn't possible

20 a few nonths ago. So, you know, there are niche

21 applications in the near term and nanufacturers are
22 jockeying to fill these niche narkets.

23 Qustoners want these cars, and there is a
24 mar ket out there, and we believe that that will, you

25 know, spur the narket.
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Regarding fleet vehicles, with the federa

governnment, state and utility fleets as the start,
utilities are going to be taking the lead to | ook for
these applications in fleet applications. W' re going

to be purchasing vehicles, |oaning themto custoners

or reselling themto custoners, |easing themto
custoners, placing these vehicles in the appropriate

applications, getting custoners famliar with the

appl i cati ons.
You know, the problemis that the new
technol ogy, they' re unfamliar. There's a barrier

there. So we're going to look to put vehicles out

there and collect the information and figure out
exactly the appropriate applications and find these

ni che markets working with the nmanuf acturers.

So | guess the short answer is the
market's working, and that will drive the process.
MR GRCES: Thank you very much for your

conment s.

Qur next speaker is M. Phillip Lanpert of
the National Ethanol Vehicle Coalition.

MR LAMPERT: (ood norning, gentlemnen, M.

Lewis. M pleasure to be here this norning.
M/ nane is Phil Lanpert. | represent

Nati onal Ethanol Vehicle Coalition. | will
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1 paraphrase, if you'll allow ne to indul ge, ny prepared
2 comments this norning, and we'll try to shorten this
3 alittle bit nore.

4 The National Ethanol Vehicle Coalition was
5 created in 1993 by the National Corn G owers and the

6 21 nmenbers of the Governors' Ethanol Coalition to

7 i ncrease the use of E-85 as a portion of the nation's
8 alternative fuels. Qur mssionis to pronote the use
9 of ethanol as an alternative fuel, enhance

10 agricultural profitability, advance environnental

11 stewardshi p, and further national energy independence.
12 I n advance of maki ng very fornal

13 statenments in regard to the ANCPR that we're

14 discussing this norning, 1'd like to nake a coupl e of
15 comments that's appropriate for the Departnent to

16 not e.

17 Quote, "the Departnent of Commerce has

18 found that petroleuminports threaten to inpair US,

19 national security. | recommend that you confirmthat

20 finding," unquote. That's a letter dated Decenber
21 22nd, 1994, fromforner Commerce Secretary Ron Brown

22 to the President.

23 Quot e, "growi ng dependence on oil inports
24 frominsecure sources threatens energy security,

25 undermnes the U S. econony, and costs American jobs.
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Heavy dependence al so contributes to the al ready

massive U S. trade deficit," end quote. That's a
statenment from Charl es De Bono, President of the
Anerican PetroleumlInstitute in March of 1991.

Quote, "U. S. production of crude oi

declined 3.1 percent during the first half of 1994,
6.6 mllion barrels per day, the |l owest level in 36

years," end quote. That's another Anerican Petrol eum

Institute press rel ease, (ctober 19th, 1994,
Quote, "US. oil output tunbled in the
first half of 1996 as Alaska's production fell nearly

eight percent. The result is another junp in the

anmount of inported petrol eumused by Anericans to 52
percent from49 percent of total consunption," end

quote. Anerican PetroleumlInstitute press rel ease,

July 17th, 1996.
V& have four options in front of us today
that we'd like to talk about in regard to petrol eum

and how to reduce consunption or to have nore

avai lable. W can produce nore in this nation. By
doing so, we're going to clearly open up very

environnental ly sensitive tracts that sone woul d

support; others don't. So we can produce nore in this
nati on.

V& can inport nore petroleum By
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increasing our nmlitary operations and stature in the

M ddl e East, | suppose we can continue to inport nore
petrol eum
V& can consure | ess. W& can increase or

further increase CAFE standards, an issue that a | ot

of peopl e have debated recently, or we can pronote the
use of alternatives

The National Ethanol Vehicle Coalition

supports efforts to integrate all alternative fuels
into the nation's transportati on sector. dven the
relatively snall size of the fleets that the proposed

rule we're discussing today would affect, the

Coalition does not believe that this |imted approach
woul d be particularly effective in nmeeting either the

ten percent or 30 percent goals of EPAct. In fact,

requiring the use of alternative fuels in these
subgroups woul d be nore successful if done by
i ncentives rather than nandatory requiremnents.

V¢ believe that adequate supplies of

donestic replacenent fuels are currently avail abl e and
technologically feasible in nmeeting the repl acenent

goals of the Energy Policy Act. Therefore, the

National Ethanol Vehicle Coalition does not believe
that mandatory prograns are the proper nechanismto

carry out such fuel replacenent goals.
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1 Qearly, nmarket incentives enjoy

N

wi despread support in the manufacturing, service

3 transportation, and nmany other sectors of our econony.
4 In fact, the petroleumindustry itself has been a

5 maj or beneficiary of such incentives through the use
6 of direct federal tax subsidies, the percentage

7 depl etion all onance, expensing of expl orati on and

8 devel opnent, enhanced recovery, deferral of incone

9 fromcontrolled foreign corporations, foreign tax

10 credits, accel erated depreciation, and ot hers.

11 The Et hanol Vehicle Coalition encourages
12 the Departrment of Energy to consider incentives to
13 further promote the use of all alternative fuels and
14 alternative fuel vehicles. Should such incentives
15 equal only 25 percent of the existing incentives

16 avai lable to our petroleumindustry, we believe the
17 alternative fuel nmarketplace will both grow and

18 pr osper.

19 An added benefit will be reduction in the
20 anmount of inported petroleum an increase in domestic
21 energy security, a reduction in environnenta

22 pol lutants, and increased domestic economc

23 devel opnent .

24 The Coalition believes that al

25 alternative fuels have an opportunity to assist with
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neeting the displacenent goals of EPAct, and each

should be treated equally in regard to the
establ i shnent of market driven incentives.
In summary, the National Ethanol Vehicle

Coal i tion appl auds the objectives of both the

Departnent of Energy and the sections of the Energy
Policy Act. However, we encourage the Departnent to

work with the various alternative fuels and devel op an

i ncentive package rather than adopt mandatory
requirenents.
Thank you.

MR GRCES: Thank you.

Quest i ons?
MR RODGERS: Thank you for your conmments.

| wondered if you could speak a little bit

about what kind of incentives nmght be beneficial to
a fuel such as ethanol, which |'maware the vehicle
doesn't cost that nuch, but the fuel sonetines in

certain |locations can cost nore.

So what kind of incentives do we need to
pronote that kind of fuel?

MR LAMPERT: W have chatted on that on

several occasions recently in various conference calls
and neetings of the Ethanol Coalition, the CGovernors

groups, et cetera. To be quite honest with you, we're
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not prepared today to respond to that.

Wiat we would ask is that all of the
alternative fuel groups be represented through
possi bly sone unbrella ad hoc group that DCE coul d

assist with establishing to devel op that narket driven

i ncentive package. | don't know that we're ever going
to achieve a level playing field that we hear so

frequently about, but if all of the alternative fuels

woul d cone together to develop that, | think we woul d
have a nore successful opportunity.
To answer your question directly, we're

not prepared to nake those comments this norning.

MR GROES: Do you have an anal ysi s which
shows the details associated with the concl usi on about

the 25 percent figure that you used in your statenent?

"Shoul d such incentives equal only 25 percent of the
existing incentives available to the petrol eum
industry, the alternative fuel marketplace will grow

and prosper."

MR LAMPERT: You bet. W have a nunber
of those things.

MR GRS Al right.

MR LAWPERT: Mbst recently fromthe
Institute of Local Self-Reliance. They have conpl et ed

several reports. Gtizen Action has conpl et ed several
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1 reports in regard to the incentives that have been

2 nmade avail abl e through one formor another to the

3 petroleumindustry. |'mcertain that you have read

4 t hose.

5 They total hundreds of bhillions of

6 dollars. Twenty-five percent of that woul d be much

7 nore than we have avail abl e t oday.

8 MR QGROES: Perhaps your answer wll be

9 the same as it was to M. Rodgers' question, but going

10 back to the Natural Gas Vehicle Incentives Act, which
11 is stated it's going to be reintroduced in the next

12 Congress, if that were titled and the appropriate

13 changes nade to be an alternative fuel vehicle

14 incentive act, do you have any views at this point in
15 time with respect to its nerits?

16 MR LAWPERT: Frankly, |'ve not had an

17 opportunity to reviewthat legislation as it was

18 introduced. | did see it sone nonths ago as it was

19 bei ng forned.

20 Frankly, | think we continue to maintain
21 this parochialismin the alternative fuel industry of
22 fighting for each other's market share, which is not
23 the market share that we should, in ny opinion, be

24 devel opi ng our strategic objectives for, that is, the

25 fuel replacement of petrol eum
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MR GRCSS: |If there are no other

questions, thank you very nmuch, M. Lanpert.
MR LAMPERT: You're wel corre.
MR GROES: Qur next speaker is M. Steven

Mell o of Twin R vers Technol ogi es.

MR MELLO ood norning. | apol ogi ze
because you don't have copi es of ny presentation

there. |t wasn't conplete when | arrived.

First, ny nane is Steven Mello, and | am
Senior Vice President of Twin R vers Technol ogi es
from Qui ncy, Massachusetts.

Twin Rvers was formed for the purpose of

manuf acturing and narketing bi odi esel fuels in order
to meet grow ng policy concerns surroundi ng our

nation's economc, energy, and environmental security.

Bi odi esel, as you know, is primarily a transportation
notor fuel donestically produced fromrenewabl e
feedst ocks, including plant, fan oils, lipid oils, and

recycled fats, oils, and greases.

Thr oughout 1994, Twi n R vers sought
opportunities to construct a grassroots bi odi esel

production facility in the Northeast where nearly

every BTU of energy is inported and air quality
degradation is particular acute. Econon c devel opnent

had all but cone to a standstill, and many
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manuf acturing jobs had been | ost pursuant to the 1992

recessi on.
In early 1994, Proctor & Ganble, a Fortune
100 conpany, announced the pending closure of its

Quincy Point oleo chemcal facility on Boston Harbor

with a job loss in excess of 400 expected. This plant
closing was hard felt within the | ocal comunity as it

seened to permanently seal the fate of yet another

northeastern city, the site of a once bustling
industrial base in an adjacent coal handling facility
and General Dynam cs' shipyard had al so been cl osed at

the sane site.

Twin R vers sensed opportunity in this sad
event however. Manufacturing biodiesel is quite

simlar to the soap and detergent internediates that

were produced at the facility. Twin Rvers eventually
purchased it and began in the effort to commercialize
bi odi esel .

Since 1992, TwWin R vers has assisted in

the effort to create a new basic industry. Biodiesel
use in the Uhited States has gone fromground zero

prior to 1992 to denonstration projects in 1993, to a

few permanent fleet users in 1994, to expanded
applications in 1995, to several fleet wide users in

1996. It is used by nmass transit both for bus and
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rail service, inthe mning industry, in the narine

industry, in transportation and farmequi prment, in the
construction industry, in the stationary diesel
engi nes for back-up for peaking power.

It has grown fromstatus that would yield

no i nformation whatsoever during a serious literature
search to a major alternative fuel. It has gone from

the curious subject of the avant garde filmThe Fat of

the Land to the main transportation used by President
dinton and his staff at the Chicago convention.
Wiile the trend is up, unfortunately for

bi odi esel and its proponents, it has not reached

critical mass. It has now reached a point where it
Wi ll either blossomor it will wither without fair

treatment fromthe federal regul atory process.

At the outset, donestic commercialization
of biodiesel had to overcone several obstacl es.
First, failed efforts at replacing diesel fuels with

nonesterified vegetable oils need to be debugged.

Next, specifications for biodiesel quality
and handl i ng needed to be devel oped.

Third, an optimumblend ratio wth diesel

that maxi m zed economics, energy security, and
envi ronnmental benefit without elimnating biodiesel's

primary advantage, the flexibility to be deployed in
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existing vehicles with little or no nodification

needed to be establi shed.
Finally, users needed to be devel oped that
woul d dare try biodiesel, and then if it met their

strict standards for power and for perfornance, buy

it.
Funded prinmarily by soybean groups and

energi zed by the intense biodiesel activity in Europe,

several parties have set out to seriously devel op a
new i ndustry and prove this concept. It is worth
repeating that the effort to commercialize biodiese

was prinmarily funded by the private sector and done so

to meet the demands of a free narket.
Bi odi esel ' s proponents were not yet active

inthe legislative and regul atory process when the

1990 A ean Air Act anendrments or 1992 Energy Policy
Act were enacted. Congressional edicts in future
rul emaki ng provisions were well strategized to benefit

the alternative fuels pronoted by | arge, established

industries, such as natural gas, ethanol, electric
power, and nethanol. Pl ans were nade to fund basic

research for these fuels, subsidize capitalization of

new rol ling stock and refueling equi pent, adjusted
envi ronnmental paraneters to suit particul ar em ssions

vagaries, and favorably invest federal excise tax
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| evel s to pronote acceptance.

Not only was the nation going to encourage
a nove toward alternative transportation fuels. It
was going to help finance it as well.

Thi s was necessary as comrerci al

penetration of alternate fuels sufficient to seriously
reduce petrol euminports was beyond industry's desire

or ability to capitalize. MNow we are exanining

extendi ng the incentives extended to these other
alternative fuels initially.
A list of approved alternative fuels was

devel oped that enabl ed those qualified to avai

t hensel ves of the above-nentioned benefits. Biodi ese
in either neat or bl ended formwas not on this |ist.

Not only coul d bi odi esel not be used for EPAct

conpl i ance, but the governnent woul d actual |y assi st
fleets that chose not to use it.
Failure to be included on this |list has

ever since hindered commercialization efforts by

proponents of biodiesel in the agricultural,
envi ronnmental, ol eo chenmical, rendering, research, and

sust ai nabl e devel opnent communi ti es.

Failure to include biodiesel or neat
bi odi esel as an approved alternative fuel has not only

stymed the efforts of biodiesel proponents. Failure
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to include such a convenient and easily inpl enented

repl acenent fuel as biodiesel has inhibited DCE s
efforts in displacing ten percent of petrol eumused by
2000.

Wiile alternative fuel use has grown, the

goal has not cone close to being reached. Biodiesel
woul d hel p achi eve the goal. The narket pl aces

determne that 20 percent biodiesel, B20, is the

alternate fuel of choice of nany fleets. B20 has been
certified for use by the United States Environmnental
Protection Agency for urban buses. U S DOl nakes B20

eligible for ICEET and G MAT funds. Commuter boats on

Bost on Harbor, through |long research projects, have
determined that B20 is the blend that works.

The State of New Hanpshire, in

promul gating a creative rul e that conbi ned Energy
Policy Act requirenents and ean Air Act
requirenents, included B20 within that state's rule.

The turnpi ke comm ssions in Pennsyl vani a

and Massachusetts use B20 fleet-wi de. They ask,
however, "How long can this continue if we can't get

EPAct conpl i ance?"

The service fleet at La Quardia Airport
has establ i shed bi odi esel -20 as the appropriate bl end

| evel, but they won't continue their programeither if
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they can't get EPAct conpliance.

Mass Port, Logan Airport, runs every
vehi cl e on biodiesel-20. Again, no EPAct conpliance.
Inportantly, all of these applications

mentioned are fleet-wide installations. Because of

the increnental cost of biodiesel and its ease of use,
it actually creates greater use, greater alternative

fuel s use than the nandates of EPAct.

Further, these products denonstrate
voluntary usage of full price alternative fuels
without subsidies. |It's an alternative fuels program

that people will actually figure out how to use rather

than figure out howto get out of.
Bi odi esel is displacing inported petrol eum

t hroughout America, but these prograns will begin to

be abandoned without the additional benefit of EPAct
conpliance. Biodiesel doesn't need a DCE sponsored
research program It already has one. Biodiese

doesn't need federal tax credits to build an

infrastructure. It already exists. Biodiesel doesn't
need federal excise tax exenptions. |ts economics are

al ready favorabl e.

Bi odi esel needs only one thing: access to
the list of approved alternative fuels. This access

needs to be provided at the 20 percent blend |evel.
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Gven our client, it won't work at a higher level. A

hi gher blend | evel would actually create | ess
petrol eumdi spl acenent. No one will use it at all.
To the contrary, at 20 percent fleets will

over-conply, put in all diesel fleets in the program

by utilizing their preexisting fueling infrastructure.
Until an appropriate biodiesel blend |evel

sufficient for EPAct conpliance is designated, this

promsing fuel with serious support frommllions in
the agricultural and environmental commnity will not
grow. This easy to inplenent alternate fuel offering

greater than average petrol eumdi spl acenent, highly

attractive environnental and renewability benefits in
econom ¢ devel opnent in both urban and rural areas

wi || be abandoned by EPAct target fleets.

Twin Rvers urges DCE to proceed with the
B20 rul enaki ng process.
Thank you for the opportunity.

MR GRCES: Thank you.

MR MARDLE Yes, | have one question
regardi ng the cost of various blends, the blend

levels. Like what are we | ooking at on the cost of B

100, for instance?
MR MELLO B-100 today is probably $3.75

a gallon. The B20 programthat we use in Boston with
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the META for urban buses tends to raise the cost of

di esel fuel, dependi ng on soybean prices, between 40
and 60 cents a gallon.
MR MARDLE Ckay, and the diesel you

said was between 40, regul ar diesel ?

MR MELLQ Their fuel costs will increase
bet ween 40 and 60 cents a gall on.

MR MARDLE: So their cost of fuel is 40

to 60 cents a gallon or an increase? You're saying --
MR MELLO It will increase the cost.
MR MARDLE If they'll go to B20, for

i nst ance?

MR MELLO R ght.
MR MARDLE And what is diesel running

now? Like 50, 60 cents a gallon?

MR MELLO Desel is 50 cents a gallon
about two weeks ago, but it's 75 cents today headed
nort h.

MR MARDLE Rght. Ckay. So you're

saying the increnental cost for a fleet to use the B20
isinthe area of 40 to 80 cents a gallon?

MR MELLO To 60 cents.

MR MARDLE Ckay. |'msorry. Forty to
60 cents a gallon, and you said many fleets are using

it under these conditions already?
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MR MELLO V¢ have several fleets now,

but as | said, we're afraid we'll |ose them
MR MARDLE Ckay. Thank you.
MR MELLO Thank you, sir.

MR GROES: Qher questions?

(No response.)
MR GRCES: Thanks agai n.

VW're going to circle back to our earlier

schedul ed speaker, to M. John Huber of the Petrol eum
Mar ket ers Associ ati on.
MR HUBER Thank you for your indul gence

and cycling back, and I'lIl return the favor by being

as brief as possible.
| represent the Petrol eum Marketers

Association of Arerica. W are the predom nant

distributors of petrol eum products, gasoline and
diesel in Arerica. However, ny nenbers al so
distribute propane, natural gas, nethanol, and

et hanol, and they are the predom nant distributor of

the ethanol product, too.
V& will resell any viable fuel for

vehicles. That is our goal, and that's where ny

nmenbership will continue to be.
& are, however, deeply concerned with

mandates in the narketplace. Ve believe that the
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mar ket does deliver the appropriate fuel at the

appropriate tinme and at the appropriate price. That
is what our custoners always | ook for, is the best
fuel that neets their needs at the best tine.

Ve woul d first begin our testinony by

noting that oil reserves do seemto be plentiful at
this time. Supplies are plentiful throughout the

world. There's nore and nore product beconm ng

available internationally.
Now, that does not enhance donestic
security, some would say, but we woul d di sagree with

that. V& are in an international narketplace today

for all fuels, natural gas, ethanol, nethanol, diesel
gasoline. Those products that we buy are priced in

Europe, as well as in New York. You can't avoid

Arerica in the international scene in the pricing of
BTUs.
Ve woul d al so note that the prem se for

this rulemaking is largely unfounded as a result of

that. The vehicles that we need -- excuse ne. W
believe that as the fuels becone nore avail abl e and

nore efficient and becone nore environnental |y sound,

private fleets, as well as public fleets, will nove to
them That's how we have al ways worked in this

country.
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The electric industry testified earlier

that their fuel is al nost emssion-free. Wll,
contrary to that, we do know there's significant
em ssions comng frompower plants, and we al so wonder

why many of the environmental agencies throughout the

country are not forcing to buy electric vehicles as
part of the environnental program Wiy are we | eaving

it to the Departnent of Energy to fulfill an

envi ronnmental goal when the |ocal communities who are
dealing on a daily basis with the environnental
problens in their narkets or their cities or

communities are deferring that decision and using

reformul ated gasoline in nmany of those markets?
V& al so believe that the resal e val ue of

these fleets nmakes it questionable. W're talking

about a market driven by the initial purchase, as well
as the subsequent purchase, as well as the operating
cost in between. You're talking a very small factor

in the market of ten, 20 percent of private fleets.

Wiere will these fleets go in five, six, three years
when they need to be recycled and sold out? W think

that may add additional cost to those products.

VW& al so are concerned w th how t hese
mandat es affect narketers. As | indicated earlier, we

are selling those alternative fuels. W are not
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selling electricity yet. However, nany of ny

marketers are starting to | ook at becom ng resellers
of electricity in sonme of the narkets.
Now, when these peopl e are conpeting, they

do have to conpete on a cost justified basis. How do

we stand when we conpete with an electric utility that
is rate basing each of the costs of electricity they

manufacture, the fueling site that they mght devel op,

and trying to spread that across a captive base of
custoners? W are not able to do that, never wll be,
and | don't think ny nenbers even want that customer

base. They work on supplying the best fuel at the

best tine.
So we don't think that's a fair

conpetitive situation that will devel op as those

mandates go farther and farther.
V% believe that each of the conpanies that
wants to supply those fuels can do it. Qur electrical

industry indicated that the vehicles are becom ng nore

prevalent, that the prices are better, that the fuel
costs are better, the environnental costs are better.

V¢ believe that if that's the case, the market will

recogni ze that. Ve don't think that the U S
governnment needs to force industries into that area

and devel op those fuels and force themto buy those
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vehi cl es.

They'l|l get there. |t may not be
imediately. It nay not be in one year or five years
or ten years. It may not even be the fuel that we

think is the best one now. In ny previous testinony

-- the previous witness indicated that biodiesel plays
arole. Heindicated it wasn't around three years,

five years, six years ago when all this legislation

was enacted and now feels he's being pushed out of the
market as a result of that |egislation
Who's to say that another fuel won't

develop in that tinme period, too? Should we prejudge

the market and pick the fuel for the future or shoul d
we let the market do it?

VW' re al so concerned with the

envi ronnental costs of each of these fuels. Now,
we' ve heard testinony on either side as to what is the
best environnental fuel. |Is it electricity? Is it

natural gas? Is it nethanol? Is it ethanol? Is it

gasoline? And | think it's uncertain what is the best
envi ronment al f uel

Do we have good life cycle analysis of the

energy demands of each fuel when it's nanufactured,
its transportation to narket, its use in the narket?

Can we say with conpl ete confidence that this fuel is
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superior in one way or another?

The electric industry indicated that there
was a study put out by Carnegie-Mllon recently
regarding lead batteries. It would be interesting to

reviewthat. How nmuch | ead would end up in the

marketplace? As | indicated in ny testinony, the
elimnation of lead is probably the nost significant

envi ronnmental gain we have nade in the | ast 30 years.

Is it sonething we need to risk at this point by
putting | ead back into the narket in the vol umes that
we' d be tal ki ng about ?

Finally, | think that we are nmoving into

deregul ation, as you know, deregul ation of all the
utilities, both gas and electric. That's going to

have major inplications for the cost of electricity in

the market. |It's going to have inplications for the
cost of natural gas in the narket, and it's going to
have an indirect effect on ny people who sel

petrol eumin the narket.

And the cost of those fuels will have a
big inpact on what fleet admnistrators and ot her

custonmers want to buy. If electricity falls in price

certainly people are going to be nore inclined to
convert toit. GContrary, if it goes up in price for

ot her reasons, people are going to go away fromit.
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D esel and gasoline are going to be in the

sanme narketplace, and their prices are going to nove
up and down, and people will be making intelligent
choi ces based on where they think the narket is going.

Ve think those people should be allowed to nake their

intelligent choices.
I'mgoing to conclude ny testinony at this

poi nt and woul d respond to any questions you m ght

have.
MR GROES: Thank you very much.
MR KATZ: | have a question based on your

witten testinony, not your oral testinony.

MR HUBER Yes, sir.
MR KATZ: You nentioned the benefits of

reformul ated gas and howit nay extend to the

northeast states and the rest of the country. @ ven
the benefits of refornulated gas in displacing
petrol eum woul d your organi zation support a

nat i onwi de RFG progr an?

MR HUBER At this point we have no
position on a nationwide RFG program |t's sonething

I'l'l be discussing with ny menbers in the future. W

have traditionally favored voluntary options by the
states in the reformil ated gasol i ne program but given

the changes that are going on, | have not discussed it
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fully with ny menbership.

MR KATZ: Thank you.
MR HUBER You' re wel cone.
MR GROES: Thank you very much.

It turns out that we're running a little

bit ahead of tine. So we've got time for one nore
speaker, and with the indul gence of M. Anselnm of the

Nat i onal Associ ation of Fleet Admnistrators, who |

understand is just as willing to talk now as after
lunch, we'll go ahead and get a head start on this
af t er noon.

MR ANSELM: Thank you for the

opportunity to participate in this hearing. Thank you
also for letting nme go before | unch as opposed to

right after |unch.

| amJimAnselm, the President of the
Nati onal Association of Fleet Admnistrators. NAFA s
the association of professional fleet nmanagers. Qur

2,000 nenbers nanage nore than 2.7 mllion vehicles,

vans, mediumand light duty trucks for corporations,
utilities and governnent agenci es.

| amalso the Drector of Fleet (perations

for Lorillard Tobacco. That fleet is over 1,300
vehi cl es, including sedans and mni vans. These

vehicles are operated in every state.
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Prior to assuning this position at

Lorillard in July, for ten years | was the manager of
the Central Autonotive Division for the Port Authority
of New York and New Jersey. That fleet consisted of

over 2,100 vehicles. There | was instrunmental and

responsi bl e for establishing an alternative fuel fleet
of 25 vehicles, worked closely with one utility to

build a fueling station that the port authority

operates, worked with another utility to build and
open a fueling station, a public fueling station, and
actively participated on several Qean Gties

commttees.

As a fleet manager, | was trying to stay
ahead of the curve even though at tines | felt that

was being run over or running out of roadway or, nore

appropriately, running out of fuel or options.
Fl eet nmanagers have been studyi ng and
testing alternative fuels for years. Aternative

fuels are already in use in many U S. and Canadi an

fleets. Because of the Energy Policy Act, the dean
Ar Act, and other simlar initiatives, nany fleets

are testing new vehicle technol ogies. Their

experience is expandi ng avail abl e i nfornati on base.
NAFA and its nenbers support the goals of

the Energy Policy Act. W have actively cooperated
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with DCE, serving on commttees which have devel oped

excel l ent informational materials. NAFA has been an
active supporter of the DCE s fleet educati on program
and has participated fully in the work of

st akehol ders' groups.

NAFA has wel coned DCE speakers at chapter
neetings, and DCE has participated i n NAFA s annual

conference. NAFA has supported DCE s al ternative

fuels hotline and has referred fleet nmanagers to this
val uabl e resour ce.
V& have reprinted DCE material s at our own

expense and distributed themfree to thousands of

fl eet managers. NAFA has docunented fl eet experience
with AVFs in case studies and articles in NAFA

publ i cati ons.

Since the |ate 1980s, fleets have been
faced with the chall enge of how do you conply with the
fleet mandates and the Aean Air Act and Energy Policy

Act. Despite all warnings that nmandat es were not

appropriate, legislators and regul ators expected that
mandat es woul d create the critical mass of vehicles

necessary to spur AVF production and infrastructure.

It was assumed that if fleets must acquire
AVFs, the other elenents would fall into place. As

sonme have said, "Mandate themand they will comre."



148

N

o~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

| want to, again, thank you for hol ding

t hese hearings and providing the opportunity to fleet
managers to present their experience, observations and
recommendati ons on alternative fuels, the goals of the

Act, and the role of nmandates in neeting these goals.

Wth all the effort and resources expended
over the last several years, it is appropriate that

t hese hearings assess the progress nade and the

chal | enges that renain.
During the hearings in Dallas and
Sacranent o you recei ved val uabl e i nformation from

professional fleet nmanagers fromboth corporate and

governnment fleets. Many others will testify here
today or send you witten comrents. They have shared

with you informati on based on experience rather than

specul ati on.
The nessages you have heard i s econom c
and operational barriers have yet to be overcone. The

increnental cost of AVWFs is high. Availability is

limted, and infrastructure is lacking. | hate to say
these are the very sane obstacles that fleet nanagers

warned of in early 1988.

Despite the opti msmof many, including
the Departnment of Energy, AVFs are still too costly,

not available in sufficient nodel |ines, |ack the
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operating needs of nost fleets. These obstacl es which

3 if not resolved will result in the failure to neet the
4 goal s of EPAct.

5 You have heard not just fromfl eet

6 managers. Qhers have al so brought you this message.
7 Al ternative fuel suppliers and others have repeated

8 our concerns about the economcs of alternative fuels.
9 In Dallas, the spokesperson for the Natural Gas

10 Vehicle Coalition said, and |'mquoting, "W are stil

11 not making noney, and | think this is true of our

12 entire industry. Wy? Because we cannot get the

13 critical mass level that is essential to nake this a
14 commer ci al busi ness. "

15 | continue. "The biggest barrier is

16 increnental cost difference. Wether we convert

17 vehicles to run on alternative fuel or whether we buy
18 themfromthe CEM there is substantial cost

19 di fference that precludes al nost any econonic case

20 other than the very high fuel use applications. This

21 cost difference | eads to an absence of sufficient

22 denmand to support mass production.”

23 Despite support for alternative fuels,
24 busi ness deci sions have to be made. A fleet owner

25 must decide to acquire alternative fuel vehicles by
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answering two questions.

Ohe, can | obtain an alternative fue
vehicle that will meet ny needs?
Two, can | obtain the fuel on which this

vehicle will operate?

Unl ess the answer to both questions is an
unqual i fied yes, a fleet owner cannot be expected to

pur chase ARVs.

A fuel supplier nust ask if the demand is
there in gallon equivalents to warrant investnent in
fueling facilities, and vehicle manufacturers rightly

must ask if today's fleets and tormorrow s public wil

make the investnent in AVFs.
For nost fleets the answer is no because

of vehicle cost, vehicle availability, infrastructure

and driving range. The answer is no for nany fue
suppliers, as evidenced by Anoco's reported deci sion
toclose its ONGfueling facilities after significant

effort and tinme and noney, and the answer is no for

vehi cl e manuf acturers as evidenced by only one
domestic auto manufacturer currently offering AVFs.

Does this nean the goal s of the Energy

Pol i cy Act of reduci ng dependence on petrol eumby ten
percent and then 30 percent cannot be net? The answer

is also no. The goals nay be attai nabl e, but nandates
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are not the silver bullet that sone expected.

The history of fleet nmandates shows that
they are sinply not effective. The dean Air Act
amendnents of 1990 nandated fleets in 22 netropolitan

areas to begin purchase of clean fuel vehicles in

1997. The Energy Policy Act of 1992 required the
federal fleet to begin AVF purchases in 1993, foll owed

by state and fuel provider nandates beginning this

year.
Wiat has been the result of these
mandates? nly six states remain a part of the dean

Air Act nmandates, and of those, two, Illinois and

Wsconsin, have petitioned the EPA for del ay because
clean fuel vehicles will not be avail abl e.

As for the Energy Policy Act, the federa

fleet has failed to nmeet the statutory nandate every
year, and the state and fuel provider fleets are
noti ceably quiet.

The stinmulus that these nandates have

provi ded have resulted in one donesti c manuf act urer
currently offering AVFs. No EPA certified

conversions, virtually no al cohol fuel infrastructure,

and approved decision by the natural gas industry to
concentrate on high fuel use for essentially fuel ed

vehi cl es.
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What we need is for the Departnent of

Energy to exercise its leadership in alternative fuels
as it has done so ably in other aspects of the energy
policy.

Congress charged the Departnent with the

m ssi on of reduci ng dependence on petrol eum based
fuels. They gave the Departnent the discretion to

deci de whether mandated fleet purchases had a role in

that nission
The time has come to recogni ze that
nmandat es are neither the goal nor the objective of a

functional energy policy. Qoviously the Departnent

will not neet the Decenber 15th, 1996, deadline for
the early mandates. The question is: what will be

the Department's next step?

| earnestly hope that the Departnent uses
the information it has received during these
rul emaki ngs and uses its | eadership to devel op

i nnovat i ve approaches to pronote AVF technol ogy.

The record being created in this
rul emaking clearly shows that there are obstacles to

overcone. These are obstacles that the Departnent

shoul d not dismss. For exanple, during the
Sacranento hearing, DCE officials questioned the

validity of the concern that the increnental cost of
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AVFs was an obstacle. DCE officials suggested that if

fl eets chose flexible fuel ed vehicles, FFV/s,
increnental costs would no | onger be an issue.
What the DCE officials did not state for

the record was today there is only one FFV bei ng

produced, Ford Taurus. The | ower energy content of
al cohol fuel requires nore frequent refueling.

Three, the price of alcohol fuels is

hi gher than gasol i ne.
Four, that there are gl obal warm ng
probl ens with al cohol fuels.

Five, that FFVs will only contribute to

neeting the EPAct goals if an alternative fuel is
used.

And, six, the infrastructure for

alternative fuels is nonexistent, for alcohol fuels is
nonexi st ent.
At the Dallas hearings, the representative

of Texas Ceneral Land Ofice nade the statenent that

if this process -- and I'mquoting again -- "is geared
to attenpting to overcone these extraordinary barriers

inorder to ultinately create a fleet mandate, the

result will be dooned to failure and will not be worth
the effort required. |f, however, the process is

geared to determ ning ot her avenues for pronoting
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alternative fuel use and | ooking for other

opportunities to nove that agenda forward, then | can
believe it can be prove to be useful."
V¢ fleet managers agree with the

statenment. VW urge the Departnent of Energy not to

i npose nandates, but to foster a voluntary partnership
with three objectives:

Devel op econonic and other incentives to

overcone other barriers, such as the vehicle cost and
infrastructure and range.
Two, nove the AVF technol ogy beyond the

experinmental stage to where advanced technol ogi es are

feasible and avail abl e, such as advanced battery
t echnol ogy for EVs.

And, three, support a narket based rat her

t han command and control approach to neeting the goal s
of EPAct.
Thank you for the opportunity, and I'I

entertain any of your questions.

MR QGRCES: Thank you, M. Anselm.
Do any of the panel have questions?

MR RODCGERS: (ne question, and, Jim

t hank you for your comments.
| guess though |'ma little confused with

sonme of the comrents comng specifically fromthe
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fleet |easing organizations this norning, and which

really appreciate the comments comng fromthe
expertise, and there's a lot of infornation there
which | need to study, but, on the one hand, it sounds

like it would be folks are saying that to conply woul d

be extrenely costly and a burden on a |l ocal county
governnent, for exanple.

And then, on the other hand, | hear from

you in your testinony that the state of alternative
fuel vehicle availability and fuel availability is so
poor that it woul d not nake any business sense -- it

woul d not neet, | believe you said, the needs of any

fleet -- and, in fact, in the Energy Policy Act if
alternate fuel vehicles don't neet the, quote, norma

requirenents and practices of the principal business

of the fleet owner, then you' re off the hook.

So | guess I'ma little confused. It
sounds like fromyour testinony -- this is not ny
opinion -- but that if we inplenented a fl eet nandate

t oday, you wouldn't be covered. Wy the contradiction
in what |'m hearing?

MR ANSELM: Sorry, David, if you're

hearing a contradiction. | don't think that that was
intended either by ny testinony or AALA s testinony.

What we as a fleet organization and what | personally
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as a fleet manager have seen in reading the |aw, of

course, which I"'minterpreting with your assistance,
is that if vehicles are available, | woul d be nandat ed
to buy them There is nothing that says that | didn't

have to pay 4,000 or a premiumcost for that.

| think in ny testinony and what we've
heard before was that it's a business decision. It's

very, very difficult for me to go to either ny ex-

executive director or ny new CFO and say, "I've got
this great idea. 1'mgoing to spend $5, 000 nore.
Your drivers, our salesnen, can't go as far. They've

got to spend less tine in their sales calls and nore

time hunting out fuel."
| think that that's what we're saying

here, is that the nandates woul d be forcing us because

they save if the vehicles are available. Wat we're
asking for is incentives or, nore appropriately, nmaybe
just to renove sone of the disincentives fromthe

mandat es and work with the nmanufacturers and devel op

an infrastructure.
V¢ tal ked about al cohol fuels. Qeat, but

there's no infrastructure there. In ny new position

it was one of the first questions | asked. Wiuat type
of alternative fuel programdo we have?

VW do have an al cohol fuel car, an FFV, in
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1 California. It has not seen one gallon of an al coho
2 fuel. It just wasn't available in that area. It's a
3 real problemto fleet nmanagers, and |'ve got to tel

4 you |'ve seen it fromboth sides. 1've seen it from
5 the government's side, where the mandates are coning.
6 I've now seen it fromthe corporate side where the

7 vehicles are going to be nore expensive and not really
8 neet the operational needs of that corporation

9 | hope |'ve answered your question, and
10 hope |'ve added to | essen the confusion, but | don't
11 think that the fleet nmanagers as an organi zation or
12 i ndi vidual | y have changed since the 1980s in their

13 position here.

14 You know, if it nakes econom c sense and
15 they can justify it as a business decision, they are
16 nore than happy to go forward with this new idea and
17 are not opposed to the change.

18 MR RODEGERS: Al right. | thank you for

19 attenpting to clarify ny confusion, but | have to say

20 it's still alittle confusing for me because if the
21 alternative fuel -- again | quote -- "if the

22 alternative fuels that neet the nornal requirenents
23 and practices of the principal business of the fleet
24 owner are not available in the area in which the

25 vehicles are to be operated,"” that is one of the
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exenpti ons.

So if alcohol fuels are not avail abl e,
then you' re of f the hook.
MR ANSELM: Can | ask you a question?

What woul d you define as the area? | tried to

interpret that. | put a vehicle into Kennedy Airport
operation with a fueling station operated nine mles

away. | have yet to have one or they have yet to have

one gal lon of the conpressed natural gas used because
it was nine nmles away and i nconveni ent.
Wuld you tell me that that was not in the

area?

MR RODGERS: Wll, so maybe that's an
area where we need to continue to | ook.

MR ANSELM: | think there needs to be

sonme nore definition to a conpany that can guide the
fl eet manager and the industry.

MR RODGERS: kay. Thanks a lot.

MR GRCES: Any other questions?

M5. LEWS: No.

2

GRCsS:  Thanks agai n.
MR ANSELM: Thank you.

MR GRCSS: W have reached the point in
tinme for a lunch break, and | know that | and

presunmabl y ot her nenbers of the panel are ready for
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t hat .

David, did you have an announcemnent or
some suggestion to nake?
MR RODGERS: | just wanted to go over a

little bit sone of the procedures. Wien you cane in

here today, you got one of these little visitor's
badges, and that's your ticket as long as you're in

the building, and what you can do though during the

lunch break is when you go out either the main
entrance or to the cafeteria, you'll trade this in for
alittle tenporary card, and then they'll give it back

to you.

So don't lose this if you do want to cone
back into the building or you' re going to be gone for

maybe two hours or three hours. That's fine, too.

You'll just have to check back in again through the
nornmal process rather than the expedited process we
have.

For your information, the cafeteriais

located on the first floor, but it's in a building
that's across the street. So the easiest way to get

toit is to go down one floor to the ground fl oor

followthe rest of the crowd of people and wal k across
on the ground floor and then up the escalators to the

cafeteria.
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MR GRXES: Actually there are a lot of

themthat will be comng back fromlunch right now
MR RODGERS: So it will be enpty, ready
for you.

MR KATZ: There's two stories of

escal ators, by the way.
MR RCODGERS: There are two pay phones

right outside the office here if you need to use the

phones, and we'll | ook forward to seeing you after
| unch.
MR GRS kay. W'll resume at 1:30.

(Whereupon, at 12:40 p.m, the neeting was

recessed for lunch, to reconvene at 1:30 p.m, the

sanme day.)
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AFT-ERNOON SESSI-ON

(1:32 p.m)
MR GROSS. (ood afternoon. (Consi stent
with the federal budget reduction, why, we'll dock the

pay of the panel nenbers who have not arrived, but

We're going to continue.
(Laughter.)

MR GRCES: Qur first speaker of the

afternoon is D ane Shea, National Association of
Count i es.
MB. SHEA: (ood afternoon

Counties are strongly supportive of

efforts toward increasing alternative fuel ed vehicle
use throughout Anerica. The National Association of

Counties, the only national organization representing

county governnents in the United States, adopted a
resol ution this summer encouragi ng counties to
purchase alternative fuel ed vehicles and pledging to

pronote the increased use of AVFs by private

busi nesses and all |evels of government. You should
have a copy of that resolution attached to our

t esti nony.

V& certainly share the goals of the
Department of Energy, as well as the Energy Policy

Act, to reduce this country's dependence on foreign
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oil.

Qur progress to date has al ready been
pretty inpressive, we think. Wile we know that the
Energy Policy Act of 1992 mandates on federal

governnment fleets have resulted in the addition of

about 20,000 AVFs to federal fleets since 1993.
During that sane tine, |ocal governments voluntarily

participating in the AQean Gties Programhave brought

over 32,000 AVFs onto the nation's roadways. Those
nunbers, or DCE s nunbers, were for vehicles in use at
the time that these |local governnents joined the dean

Gties Program Undoubtedly since that time the

nunbers have ri sen.
In each |l ocation, these |ocal governnents

have pl edged to aggressive increase AVF acquisition in

their fleets in the next several years. For exanple,
Broward County, and you' ve heard sone exanpl es al r eady
today, but |I'll give you a couple nore; in Broward

County in Florida, as a partner in the Florida Gold

Coast Jean Gties Program have commtted to
increasing the nunber of AVFs froma current 75

vehicles to 20 percent of their entire fleet, not

future purchases, but at the end they want 20 percent
of their entire fleet to be AVFs.

Counties that aren't even part of the
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Qean Gties Program |ike Hennepin County, M nnesota,

have al so nade a firmcomitnent to AVF acquisition
and use. For exanple, even in the absence of any
federal or state nmandates, Hennepin County has

appropriated its own local funds to purchase a tota

of our new internedi ate sedan size vehicles for FY
'97. Those are all the sedans they're going to buy in

'97, and every one of themis an AVF.

They're going to be the E-85 powered AVFs
burni ng the ethanol based fuel that Hennepin County
believes is its best choice in AVF technol ogy.

Hennepi n woul d have purchased nore E-85

AVFs in the truck category and other categories inits
capital equipnent plan for next year if auto

manuf act urers had been produci ng them but they

weren't, and so they didn't nmake those purchases for
next year.
But nany other counties |ike Hennepin and

ot her |ocal governnents across the country are nmaking

the nove toward AVFs, choosing the pace of acquisition
and the variety of technology that is best for their

| ocal circumstances.

This voluntary effort that is underway in
counties and cities across the country, we believe,

woul d be underm ned by a new federal mandate requiring
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speci fic percentages of AVF purchases by | oca

governnment. Under the proposed rule that's being
di scussed today, 125 MsAs or COVBAs woul d be
potentially subject to a federal mandate on AVF

acqui sition. Four hundred ni nety-seven counties by

our calculation are within these M5As and QVBAs.
\ believe that inposing a flat percentage

pur chase requirenent on these counties is unw se and

unnecessary. It's unwi se because, as you' ve al ready
heard today, it's an unfunded federal mandate that
i nposes new costs on | ocal government without funds to

cover those costs, without federal funds or state

funds to cover those costs.
As you al so have heard, AVFs, even where

they are available, are generally nore expensive than

conventional vehicles. For exanple, the one that the
folks in Hennepin County have purchased, the Ford 1997
Oown Victoria police vehicle, is only available in

the natural gas version and costs over $3,200 nore per

vehi cl e than the sanme car powered by gasoli ne.
Ve can't really justify paying these

additional costs, particularly where the state

procurenent |laws currently require the county to take
the | owest bid for equi pment purchases. |n nany

states that is a procurenent |aw that | oca
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governnents have to conply with, and if you accept a

nore expensive bid on a vehicle, you could, in fact,
be in violation of state law. So that's something |
hope you' || take into consideration.

For a county |ike Hennepin County, a

federal mandate woul d actual |y have a destructive
effect on their voluntary program by inposing a "one

size fits all" straightjacket on what they do. To

nmeet the purchasing quotas on the schedule that's
tentatively proposed in the rule, the country woul d be
forced to purchase vehicles they believe fromnon-E- 85

t echnol ogi es that they neither want nor have the

resources to operate and naintain.
Further, the availability of refueling

facilities for AVF is limted throughout the country,

as you've heard. The narket for those sites is still
inits infancy, and we've yet to see any definitive
evidence that the infrastructure for fueling AVFs is

likely to be put in service by the private sector in

the next few years.
It's wong, we believe, to mandate a

county to have to establish a separate refueling

facility solely for its own AVFs. Such requirenent
woul d i npose unwarranted financial burdens.

Just as significantly though, a federal
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mandat e woul d take away from|l ocal governments the

ability to determne the pace of their vehicle
acqui sition program Capital equi pnent purchases are
pl anned by sone counties nmany years in advance through

their capital budget plan. Sonme of those plans nay

i ncl ude purchases of AVWFs, but on a schedul e and under
arrangenents that are tailored to the particul ar

county's budget and needs.

Mandating a rigid percentage of purchases
each year will bring disarray to those counties with
equi pnent purchase plans and basical |y engender a

great deal of hostility toward the Departnent.

In addition to being unwise, we think a
proposed federal nandate is al so unnecessary to

acconplish the goals of the Act. As we noted, DCE s

Qean Gties Programis reaching many communities
al ready. Twenty-seven percent of the MBAs or CQVBAs
subject to the proposed rul e al ready have at | east one

Qean Gties participant. As many as 56 additiona

| ocal governnent coalitions, many including one or
nore counties, are already voluntarily noving toward

a Uean Gties designation.

And as Hennepin County showed, even NBAs
whi ch don't include a designated ean Gty or

prospective Aean Gty contain progressive |oca
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gover nnent s whi ch shoul d be encouraged rather than

coerced to consi der purchasing AVFs.
It seens clear to us local governnents are
al ready beginning to pursue the goals of the Act.

Mandates are not called for here and woul d only

unnecessarily duplicate what are now i npressive, yet
voluntary initiatives.

It should be noted al so that the proposed

rule wouldn't apply to the thousands of cities and
counties that are outside of the |arger MBAs. Yet
even in these suburban and rural areas, there are

nunerous comuni ties that have AVF policies and are

gradual |y noving toward augnenting their small fleets
w th AVFs.

VW' re anare of at least ten very rura

counties that have active AVF prograns under the d ean
Gties Program |If the Department wants to see rea
progress in AVF purchasing, refueling facilities, and

i ncreased production throughout the entire country, we

bel i eve that resources shoul d be directed toward
continuing and expanding a Aean Gties or dean

Gties-like grassroots approach.

Encour agenent and partnership |like the
Oean Gties Programappears to be nmaking a rea

difference in hel ping | ocal governnents with the
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1 transition to AVFs. W think the programis val uabl e,

2 has great potential for growh, but we have sone

3 suggestions for inprovenent.

4 The current program we think, has a |l ess
5 than inclusive focus. You may or nay not be aware

6 that some of ny nmenbers often take sone of fense at

7 bei ng categorized as cities in a federal program

8 Because of that, one of the reasons ny organi zation

9 hasn't actively put our energy into endorsing and

10 pronoting the programis because of its title, "d ean
11 Gties."

12 Now, | don't think the DCE would expect
13 cities to enthusiastically enbrace a programcall ed

14 " ean Counties." Nevertheless, even without this

15 explicit recognition that the programinvites counties
16 to participate, 55 counties are stakehol ders anong the

17 coalitions that make up the 52 Qean Gties

18 designation to date.

19 V¢ woul d encourage the Departnent to adopt
20 anewtitle of this programthat nakes it clear that
21 counties, as well as cities, are invited to take part
22 inthe program W think if the programhad broader
23 scope aimed at wider participation by counties and

24 ot her |ocal governnents, we coul d produce the

25 nati onwi de objective that is one of the goals of the
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Energy Policy Act.

Vol untary achi evenents and progress by
| ocal governnents to date under the A ean Gties
Programand | ocal programs on their own, along with

projections for the future, point to the

i nappropri at eness, we believe, of forcing |ocal
governnents to do what they al ready have shown t hat

they are willing to do for thensel ves and for the

nation. A nandate is just the wong way to go.
Ve at NAQO offer to continue to work with
our counties and DCE, as well as the private sector,

to help find creative alternatives to a federal

mandate, while at the sane tine reduce our dependence
on foreign oil and inprove air quality.

And we | ook forward to the assi stance of

DCE as technical experts, information managers, et
cetera, to help us with our goal. W believe that we
should work in partnership together. The partnership

though can't be productive if the Departnent begins by

i nposi ng an unfunded federal mandate on counti es.
V¢ hope that you will determ ne that

that's unnecessary to neet the goals of the Act, and

that you will utilize the experience and expertise of
our county officials to acconplish all of our common

goal s.
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Thank you.

MR GRGES: Thank you.
Questions fromthe panel ?
MR RODGERS: Thanks very much, D ane, and

| really appreciate your comments on the success of

the Aean Gties Program
| would venture to say though that our

anal ysis indicates that although the Aean Gties

Program has been extrenely successful in helping
communities conme together and identify plans, we're
not as happy as we wanted to be with the nunber of new

alternative fuel vehicles that those communities have

been able to put onto the road.
And |'ve heard a | ot of discussion this

nor ni ng about incentives that mght be better than

mandates in hel ping to do just that, but | wondered if
you coul d provide either today or for the record what
kind of incentives are there available to us in the

Departnment now or that we could ask Congress to nake

avail able to us that could be directed to the | ocal
counti es.

Mre funding for AQean Gties Programs is

an exanple that | think you kind of inplied.
Depreciation is sonmething that works for private

fleets. | don't know if that works for you folks.
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| would | ove to have that kind of

information if you can provide that.
M. SHEA' Thank you. Ve will certainly
look into that. | don't think |'mprepared to answer

that question today.

I ncreased funding is certainly sonething
that we would be in favor of, but I1'd like to give

some thought and do a little bit of work on what sone

other ideas mght be as well, and get that to you for
t he record.
MR RCDGERS: Thank you.

M. LEWS: Do you have a suggested nane

for the Aean CGties Progran?
M5. SHEA:X' As a matter of fact, | do.

(Laughter.)

M. SHEA' W think it should be called
" ean Communities" because that's what we're buil ding
in these prograns. They're not just counties; they're

not just cities. They're regions of the country.

They're villages. They're planning areas. So "d ean
Communities," | think, is a better title.

V¢ coul d come up with something catchier

maybe, but that's a start.
M. LEWS: Thank you.

MR GRS |'dlike to explore your views
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1 for a mnute on the possibl e nexus between the

N

mandat ed fl eet prograns and the voluntary prograns.
Do you feel that if the possibility of nmandates were

out of the picture that voluntary prograns, the

o~ W

ent husi asmfor those, would fall off or that it would

6 actual ly pick up?

7 Ms. SHEA' | think it would pick up. |
8 don't think that people are noving toward either the
9 Qean Gties Programor voluntary efforts because

10 they're afraid of the federal mandate. In fact, ny

11 sense is that nost counties at least -- | can't speak
12 for cities -- but nost counties are not even aware

13 that a federal nmandate is a potential in the next few
14 years.

15 So | don't think one has much to do with

16 the other. Mre significantly, | think a nandate is

17 counterproductive to voluntary efforts. You may or

18 may not be aware that over the last few years there's
19 been a large grassroots effort fromlocal governnents
20 about the unfunded nandates i ssue, no nmandate with no

21 nmoney. That's still there. That's still grow ng.

22 It's engendered a great deal of negativity and
23 difficult rel ationshi ps between | ocal governnents and
24 federal agenci es.

25 V¢ haven't yet seen that sort of aninosity
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that is very common between counties and EPA between

counties and DCE, and so | think you' re ahead of the
gane, and | think you ought to stay ahead of the gane
because nandates are just sonething that counties and

nmost cities, | think, have nade a stand about and are

not going to back down.
MR GRXES: kay. Thanks agai n.

Ms. SHEA: Thank you.

MR GRCES: W're going to junp ahead a
little bit on the agenda, recognizing our next
speaker's flight arrangenents. So I'll ask M.

Charl es Stokes to the podi um now.

MR STCKES: Thank you very much.
I'mCharles A Stokes, a chemcal engineer

with sone 50 years' experience in the energy

industries and 25 years' experience in synthetic and
alternate fuels of which 25 -- today and | ater on the
subj ect of methanol cost, technol ogies, |ogistics, who

the players are, what it takes to get it out of the

woodwork and so on. |'ve lived and breathed this
industry for 25 years now | even wake up in the

m ddl e of the night saying "nethanol" to nyself.

(Laughter.)
MR STCKES: | think Diane, if the

el ection goes a certain way, by all neans should call
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it dean Vill ages.

(Laughter.)
MR STCKES: |'ve given the DCE a 56- page
backdrop of ny studies of this field, which | hope

will be helpful tothem | can furnish you nore

copies if you would like.
It's clear there's two kinds of alternate

fuels. There's the general purpose kind and the

speci al purpose kind, and | think we need to recogni ze
this.
The general purpose fuels are just today

the alcohols, alternates. That's all we have. They

can be poured in the tank at atnospheric pressure.
They can be handl ed safely |like gasoline. Nobody can

di stingui sh between handling themand gasoline. They

are the fuel for the average nan, for the great mass
of cars.
Wul d that we had more of them Ve don't.

The special purpose fuels that | woul d

pick, and | believe you fol ks have, are ONG propane
and kilowatt hours. There are other special purpose

fuels, but they are tinme frame limted. |'mtalking

about things we have now because if you're going to
nmeet the goal in 2010, you've got to work with what we

have now.
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Now, | want to back what AM had to say

this nmorning. | thought it was very sensible. They
brought out very clearly that the chicken and egg
probl em has kind of been solved. V¢ do have the

flexible fuel vehicle, and Ford is willing to sell

themat a slight discount over gasoline vehicles.
V¢ have that. Now let's look at the

question -- well, let ne first say | amvery

synpat hetic with your problemin sorting out this
vehicle program |It's very conplicated. You have the
probl em of whose ox gets gored and who pays for what.

It's not easy. | can't help you on that, but I'll try

to help you --
(Laughter.)

MR STCKES: I'll try to help you on the

question of supply and econonics for the one general
pur pose fuel that stands out, and as the AM nan said,
it is nethanol. It isn't because we necessarily |ike

nmet hanol. God gave us the nolecule, and it's a nice

si npl e one and cheap and easy to nake.
Now, the nethanol industry of the world

produces around 30 nillion tons of methanol a year,

and they regularly keep a ten to 20 percent surpl us.
Now, that ten to 20 percent surplus methanol woul d

fuel on the road one to two mllion cars. VW're a
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long way fromhaving that many in the fleets. That'l

gi ve you sone perspective on what's out there.
| hel ped the California Energy Conm ssion
with the concept of the fuel methanol pool out there.

It was really ny brainchild, although Ray Lewi s of AM

told me last night it was his idea, but anyway, what
we saidis goto the world of methanol industry and

say, "Fellows, you have surplus production. [nstead

of fighting anong yoursel ves with that surplus and
driving the price down to the bottom why don't you
put it in a pool over here called fuel methanol

V'l dye it green and put a coupl e of percent ethanol

init." The reason for that is soit will not be
usabl e as chem cal net hanol

You want a pool for fuel that is not

subject to the ups and downs of the chenical grade
nmet hanol price. You can't have that. You could
per haps guarantee thema floor price, a good, |ow one,

and they in turn would say, "W won't ever charge you

nore than the ceiling," and that pool would be in a
price range where you coul d get these al cohol fueled

vehicles on the road economcally if you adjust this

tax inequity that AM spoke of.
That's a terrible thing. Methanol is

taxed nore than gasoline because of the gallon versus
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the BTU That's silly. |'msure you' re going to take

care of that somewhere.
Now, in this pool of nethanol, the floor
price and the ceiling price could each escalate with

the average of world natural gas and petrol eum pri ces.

You have to put together a pool of prices sone way the
way we do on oil. V¢ have what we call a basket of

oils, and that woul d nean then these ceilings and

floors could float up and down as world energy prices
change, but at no tine would the nethanol industry
gouge the consuner with high chenmcal prices.

Now, we had one of these price spikes

about two years ago, and | got up in Monte Carl o and
gave a speech and predicted that the price spi ke woul d

come down in six nonths. In fact, it came down in six

weeks, and when it cane down, nethanol went to a | ower
price than the cash cost of sone of the producers. So
they learned a little lesson there, but don't worry

about price spikes.

The nethanol industry is large. |It's
strong. It has good technol ogy. V¢ have natural gas

all over the world.

Now, in ny report you will see sone
estimates like this: that if you net the ten percent

quota in the year 2000 and the 30 percent in 2010, we
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woul d have to use, if we nade it all fromU S. natural

gas, would have to use about another 15 to 30 percent
of natural gas as we do now
| amtold by the industry that they can

produce this gas at a very nodest increase in price,

and | believe it. There is probably nore natural gas
reserves in this world in BTUs than there is

petroleum This is another thing that you will find

the experts pretty well agree on.
So here is a fuel with a real raw nateri al
base behind it.

Now, ethanol is an excellent notor fuel,

nothing wong with it at all, except it has no
resource base in back of it. There isn't that nuch

corn available and so on. If it were, I'd be all for

it. I'mall for it anyway. | nean let's use any of
t hese fuel s we can.
But if we're going to neet goals |like the

Congress has set, we've got to have a resource base.

Now, underneath nethanol sits coal, and | hel ped DCE
spend $12 nillion over these 25 years on three

enornous coal to nethanol feasibility studies. ne of

themenvisioned a plant that was equivalent to a
50,000 barrel a day refinery. It was big.

V¢ know how to do that. W are naking
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nmet hanol fromcoal right now Tennessee Eastnman down

in-- or now Eastman Chenical -- in Tennessee is doing
it. In fact, | was their consultant in selecting the
gasifier. So we know howto do it.

It costs nmore in capital. The raw

material cost is |ess.
The Geat Pl ains gasification plant which

was designed for some reason to nmake net hane, and back

15, 20 years | was argui ng down here in Washi ngt on,

"For (od's sake make methanol. Don't make met hane. "
Vell, it went busted, and you guys had to bail it out
on the |loan guarantee, and then you had to sell it to

the present owner for nearly nothing. Now, he's just
barely able to operate because he has sone capital,

and he's paying 80 cents a nllion BTUs for his raw

material, not $2 |like gas in Texas.
If you converted that plant to nethanol,
you' d have two world scale plants sitting right there

in Beul ah, North Dakota, and there's a product

pipeline a fewniles fromit owned by Aroco that could
take all the nethanol to the river.

| don't have to say any nore. You can get

the picture. Now, what we need to do is to straighten
out this tax matter so that nethanol is not penali zed,

and it really should be encouraged, and I'Il tell you
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why it shoul d be encouraged.

V& need to straighten out the pricing
matter. W need to give the public a reason to buy.
Now, why shoul d we straighten this out?

Met hanol raw naterial costs, if you go

down to Texas and build a brand new plant with $2 gas
and buy $20 crude oil for your refinery over here, and

you build a brand new refinery. The raw nmaterial cost

for 1.6 gallons of methanol, which is the equival ent
of a gallon of gasoline, is less than the raw materi al
costs for the gallon of gasoline from$20 crude.

The cost to run these two new grassroots

plants per BTU is about the sane, the operating cost.
If you | ook at the capital inbedded in the two brand

new plants and take a 20 percent return on it before

tax and add that in to get a selling price, o and
behold, the two fuels sell essentially the same price,
1.6 gallons the sanme as one gallon.

Now, what that says is we're there now

economcally. Mthanol is not too expensive. W're
selling gasoline with no return on refining assets.

The head of Shell Gl International recently published

an article saying, "W in Shell Gl with all of our
refineries around the world are very unhappy. W' ve

been nmaking | ess than four percent return on book
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assets, not replacenent but book, and we don't |ike

n

it, and we want to do sonething about it.
That's why this disparity exists. Well,
let's correct that disparity tenporarily until the two

fuel s conpete apples to apples and head to head. Then

you' ve got a show that wll run because we know
nmethanol is a good fuel. W' ve tested it and used it

for God knows how | ong.

So that's about the story, and in closing
I would say that the good Lord doesn't give us nmany
chances. Methanol is a sinple nol ecul e, easy to nake,

very easy to handle. You can make it out of anything

that's got carbon init. You could grind up chi ckens
and nmake it into nethanol if you wanted to, and | am

associated with a | eadi ng edge technol ogy for making

it out of wood.
Now, we can do that. It's in the next
tinme frane, the 2010 tinme frame before we'll be there,

but down the road we can nake net hanol out of wood or

biogas. |'mworking with the government of India on
bi ogas.

Now, if we go a step further and we | earn

how to capture the sun and el ectrol yze wat er
econom cal ly, we make hydrogen. Go over here to the

power plant and scrub out sonme G2, and | o and behol d,
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H2 and QX2 together can make methanol. So we have a

way to use sone of the O that we're so worried about
if we solve the hydrogen probl em
So that'll give you sone food for thought

and let me knowif | can help you

Thank you.
MR GRCES: Thank you very much.

M. LEWS: I'd like to ask you a

questi on.
MR STCKES: Sure.
M. LEWS. | have been hearing

conflicting testinony today about the safety of

nmethanol. Now, why am| hearing it?
O one hand, | heard this norning it's not

safe. There are health problens with it, and you are

saying sonething, | think, entirely different --
MR STCKES. Yes.
M. LEWS: -- fromwhat | just heard

earlier. Can you explain to ne why I'mhearing this

conflicting testinony?
MR STCKES: | think you're hearing that

kind of testinony for exactly the sane reason we hear

that the Republicans want to cut Medicare when they're
i ncreasi ng the expenditure each year but increasing it

less. It's that kind of thinking.
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¢ have been handling nethanol now -- the

first synthetic methanol, by the way, was nade from
coal in Germany, and they transferred the technol ogy
over here and nade it fromcoal, too -- we've been

handl i ng nethanol for all those years and for at |east

30 years before that, we nade it out of wood, by the

way, by distilling wood. W handled it for those 30

years.

Then in 1925 the Gernmans synthesized it.
VW' ve been handling it all those years. 1In all ny
career, | have never heard of a single case of anybody
being killed fromnethanol. | have not heard of

anybody drinking it. |If you look in the records of
how many net hanol poi sonings are reported per year,

you can hardly find them

By the way, the antidote for methanol if
you get a slug of it is ethanol. It turns out that
the body can netabolize ethanol, and when it starts

nmet abol i zing ethanol it tricks the methanol, and it

goes, too. | don't advocate that, but --
(Laughter.)

MR STCKES: -- things are dangerous all

over. Gasoline is dangerous. It contains aromatics
whi ch are carcinogenic, and so on.

It's just we've got to handle things like
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this. Hectricity is dangerous. People get killed

withit every day. | wouldn't worry about it.
M. LEWS: Thank you.
MR MARDLE Just one. D d you submt a

copy of your renarks?

MR STOKES: Yes, | sure did.
MR GRGES: Wi, thank you very nuch.

You have given us a bit to chew on and swal | ow, |

suppose.
(Appl ause.)
MR GRS Al right. W'Il go back to

our regul ar schedul e, and our next speaker is M.

David Keefe fromthe Aty of Rochester.
MR KEEFE: ood afternoon. M nane is

David Keefe, and | presently serve as Fl eet Service

Manager for the Gty of Rochester, New York, a
municipality located in western New York State.
Qur municipal fleet is conprised of

approxi mately 1, 100 vehicles and serves the needs of

a full service city governnent.
In addition to representing Rochester city

governnment, | amal so here as a representative of the

Genesee Region dean Communities organi zation, or
GRCC, and we' ve sol ved that problemalready with the

cities and the counti es.
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(Laughter.)

MR KEEFE: W've got the city there, the
county there and Kodak and so forth. So it works.
Qur dean Comunities organi zation is

conprised of 17 different public and private

organi zations or firns representing a wide variety of
interests within the Geater Rochester area.

Qurrently we have nore than 40 individuals active in

our dean Comrunities work.
Since our formation in nmd-1995, the group
has grown significantly and continues to grow and

evolve. At present we have an application for

recognition pending with U S. DCE as a desi gnated
Qean Gty. Ve are hopeful that this designation will

be forthconmng prior to the end of 1996.

As an organi zation, Genesee { ean
Communi ties works as a cooperative consortium of
interested parties to devel op and pronote the use of

alternate transportation fuels and share i nformati on

about alternate transportation fuels, the ultinate
goal being inproved air quality and reduced dependence

on petrol eumbased and inported fuels in conpliance

with federal and state |egislation.
Last fall, our dean Comrunities group, in

conjunction with the New York State Research
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Devel opnent Agency, NYSRDA, co-sponsored a one-day

semnar on alternative fuels at a | ocal college, the
Rochester Institute of Technol ogy. Attendance
exceeded 100 partici pants.

Tonorrow, Cctober 10th, we will co-sponsor

anot her one-day event in conjunction with RP
Publishing. This entitled a fleet nmanagers semnar on

alternative fuel vehicles. Ve expect attendance for

this semnar to exceed 150 participants. These
activities help to educate and i nform| oca
st akehol ders about present and future possibilities

for alternative fuel vehicles. Qur group will

continue such efforts.
Genesee Region dean Communities and the

Gty of Rochester endorse the phil osophy and

principles of the Energy Policy Act of 1992. The
goal s of cleaner air and reduced dependence on
nondonestic fuel sources are clearly meritorious.

The tinetabl e and requirenments for

i npl enent ati on, however, are problematic for regions
like the Rochester netropolitan area. Sinply put, it

is too much too soon. There are several obstacles

that stand in the way of conpliance as proposed in
this legislation, and you' ve heard variations of these

today, but 1'd like to go through thembriefly.
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The four basic areas of concern for a

locality like ours are as foll ows.
(ne, vehicle acquisition.
Two, refueling infrastructure.

Three, user awareness and educati on.

And, four, maintenance and repair issues.
Vehicle acquisition. 1'd like to correct

ny witten renarks because | think | had some

msinformation. | thought that GV and Ford were both
offering at |east sone alternate fuel vehicle
products, but apparently Ford is the only one in the

'97 nodel year that is.

| guess that proves to illustrate the
poi nt even nore so, but there's a limted selection of

Ford autonobiles, light trucks and vans as AVFs in

primarily the conpressed natural gas category.
Chrysler last year had a | ot of marketing about their
CNG vehicles, but in '97 they have curtailed their AW

production for the '97 nodel year. Apparently they

wi |l resune production |ater when technol ogy problens
are resol ved.

Donestic vehicles are typically the staple

of nmunicipal fleets like Rochester's. The current
limted availability of off-the-shelf vehicles from

aut o nmakers constrains the acquisition of new vehicl es
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by limting sel ection and naki ng vehi cl e conversi ons

one of the only viable options for certain nodel s.
The availability of alternative fue
conversion vendors in aregion like ours is linted.

Two, refueling infrastructure. 1'mgoing

to invoke the chicken and egg dilemma again. |'mat
| east the fourth person. You're going to think you' re

over at Agriculture rather than Energy, but | think

it's apt in describing this probl em
At present in our community it appears as
if ONGis our best option. However, we only have one

CNG refueling station currently in our area. Qur

netropolitan area i s about 900,000. It is owned and
operated by our local utility, Rochester Gas and

El ectric.

The facility is located in the sout hwest
portion of the county, and it's about a ten to 12 mle
round trip fromour central vehicle maintenance and

storage facility and conventional fueling depot.

There has been interest in devel oping additional, nore
convenient CNG fueling sites, but to do so requires

custonmers who drive these vehicles to make this an

econom cal |l y vi abl e proposition.
Fl eet nmanagers cannot rationally acquire

such vehicles without the presence of convenient
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fueling. Local fleets, like the city and the county,

are working on options, but this will take tine and
maj or investnents.
Nunber three, user awareness and

education. Mich work nust still be done to expand

under st andi ng and awar eness about alternate fue
benefits, options, advantages, and di sadvant ages.

This is critical to fleets that initiate such

pr ogr ans.
These vehicles nust be driven by operators
who have an awareness and accept ance of the safety and

viability of AVFs. These individuals are key in

maki ng an AVF programa success or failure.
This education effort needs to be

addressed at the federal and state governnent |evels,

as well as at the local governnent |evel, through
fl eet managers and organi zati ons such as Genesee
Region A ean Communities. This represents a mnajor

shift in culture and attitudes.

Four, nmaintenance and repair. The
technol ogy of AVFs is different than the existing

gasol i ne or diesel technology. Fleet technicians or

nmechani cs are already faced with other rapidly
changi ng conventional technol ogies, things |ike

el ectroni c diagnostic systens and ABS. They nust be
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trained to repair CNG or propane or electric vehicle

repair if their fleet has chosen one or nore of these
options.
New tool s and equi pnent will have to be

acquired. This will require tine and noney froml oca

governnments and utilities.
In addition, nmaintenance facilities wll

have to be reengi neered to safely accomodat e sone

types of vehicles, particularly those with fue
sources |ike ONGs.
| have outlined sonme of the key issues

relative to AVF acquisition for fleets at the | oca

level. W at the Aty of Rochester and the Genesee
Region A ean Communities believe the EPAct |egislation

and regul ations are essential as a catal yst for

alternative fuel activity and devel opnent.
Based on the obstacl es and practica
constraints | have nentioned, it is ny reconmendation

that DCE consider delay of the nandated al ternative

fuel acquisition schedule as outlined in Section
507(a), with initial acquisition beginning at 20

percent in 1999 and goi ng forward.

If mandates are forthcomng, the schedul e
outline in Section 507(g), that is, 20 percent, 2002,

40 percent in 2003, et cetera, is anbitious, but nore
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achievable for localities |ike ours. This would

provide a mninumof five years for devel opnent of
vehicl e product lines, growth in evolution of dean
Gties organizations, spreading of the word through

education and awar eness, and devel opnent of

infrastructure through col | aborative partnerships at
regional state and | ocal |evels.

This is a nuch nore realistic tine frane

given the current state of the AVF environnent in nost
areas of the U S
In addition, | further recommend that DCE

strongly consider neasures that will provide

opportunities and incentives to produce additional AVF
by auto nakers, further devel op AVF technol ogi es,

particularly electric vehicles, and build refueling

i nfrastructure.
There are many policy options to be
considered that could help junp start an AVF program

at the local level. Exanples include grants and aid,

tax incentives, and low interest | oans to busi nesses,
| ocal governnents or utilities.

| realize the difficulties in funding such

initiatives in the current fiscal and politica
envi ronnment. However, sone type of added assistance

could be instrunental in hel ping permanently establish
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a programthat is so inportant to our future.

| want to thank you for the opportunity to
participate in these hearings today and in this
rul emaki ng process.

MR GRCES: Thank you.

Quest i ons?
MR RODGERS: Thank you very much.

| don't know if you were here earlier,

but --
MR KEEFE: | only nissed one.
MR RODGERS: -- | was asking D ane, |

guess, what incentives nmght be useful for |ocal

governnents, and here you' ve got several in there, and
I guess | would just like to follow up on that.

Low i nterest | oans woul d work for | ocal

gover nnent s?
MR KEEFE: | think that woul d probably
work for |ocal governments and busi nesses |ike Kodak.

You know, | think the key is junp start. You' ve got

to-- the Aty of Rochester does one alternate fuel
vehicle right now \W've ordered it. |It's a propane

fuel, asphalt reclamation vehicle. So they need to

nelt the asphalt in the back, and they' re going to use
that to run the engine. W have no other vehicles,

I'menbarrassed to say, but we'd like to get intoit,
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but it's hard with the cost differentials on a per

unit basis, you know, with the three, 4,000
difference, the lack of refueling.
| guess, you know, denonstration prograns

used to be prevalent at the federal |evel, grants that

woul d al |l ow communities to do a denonstration project.
| think that type of thing would be hel pful for a

city. |If we could go out and acquire -- for exanpl e,

we have a city hall carpool fleet of ten vehicles.
That woul d be ideal for an electric vehicle fleet, and
you don't ever go nore than about ten niles a day. Ve

could plug themin every night. It would be a great

denonstration effort.
So | think those kinds of things for

federal government woul d be hel pful.

MR GROES: Does your application for
Qean Gties designation have quantitative conmmtnents
to alternative fuel vehicles by certain dates?

MR KEEFE R ght. W have a summary of

activities. Because we have a broad based group,
there are a nunber of different, snall initiatives

that we have done. For exanpl e, the propane fuel ed

asphalt reclamation vehicle, | think, is nentioned in
there, but we really haven't nmade any -- the SEED, for

exanpl e, which is only one organi zati on out of 17,
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hasn't nade anynore specific commtments on

appl i cation.
M. LEWS. You nentioned that you have
only one CNGrefueling station in your area?

MR KEEFE: That's correct.

M. LEWS: And that's only for that
particular utility. The public cannot use this --

MR KEEFE No.

M. LEWS. -- particular station?
MR KEEFE Wll, actually it's nade
available. I'mnot sure if the driver on the street

can use it, but I knowthat we did have five ONG buses

the transit conpany purchased several years ago.
Those have now been shipped to Syracuse, | guess,

because they're going to go conpletely CNG but the

buses refuel ed there.
The County of Monroe, which is the county
in which we're |ocated, has five ONG Tauruses. They

refuel there. The utility ironically doesn't have any

CNG vehi cl es right now
(Laughter.)

M. LEWS: The reason why | asked that

question is it may be cheaper, if | can use that word,
for the utilities to do nore in this area, and

therefore, the public may be interested -- and when |
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say "public,” | mean people like ne and the rest of us

for the nost part -- may be interested in buying one
of these vehicles, and as a consequence, the prices of
these vehicles will go down because nore people are

buyi ng t hem

Wthin your organi zation, do you or have
you had di scussions with some of your utilities with

this kind of idea of cooperation?

MR KEEFE: Yes, we have. W currently
have -- with the i minent deregul ati on and changes
that are going to inpact this utility, which is both

a gas and el ectric provider, privately owned however,

I think they're | ooking at sonme of the alternatives
and entrepreneurial options available to them and

they have created a spinoff, nonregulated entity that

is going to do things like build ONG fueling, and they
have had a change at the top in the organi zation. |
think their previous nmanagers perhaps were in the old

node and weren't pushi ng these kinds of things, but |

think the new | eadership there at the utility is
interested in this kind of thing.

That, coupled with the deregul ation, we

have di scussions of thembuilding strategically a
coupl e of stations, and we woul d need to nake a

commtmrent to themto provide a n ni num nunber of
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1 vehicl es that would be refuel ed, and we woul d sinply

2 pur chase fuel fromthem

3 So | think that those kinds of things are
4 possible. | guess that's ny point. |It's going to

5 take time to develop these things, and | think they

6 can evol ve

7 If you go to Buffalo, which is 70 mles to
8 the west, you have five or six CNGrefueling stations

9 there. They have a different utility. They have

10 National Fuels, Inc., and you can pull off the street
11 with your card and get conpressed natural gas. They
12 have a village there, the village of Tonnawanda, that
13 had a zealot in their shop who becare interested in

14 this about eight or ten years ago, and now t hey have

15 of their 22 vehicles in the Water and Sewer

16 Departnent, they're all ONG They have a brand new
17 refueling station right next to their village barns.
18 They do the conversions thensel ves. They go out and

19 preach the gospel about this.

20 So | nean, | think there are pockets of
21 interest, and | think the key is to try to support
22 those pockets and create nore pockets of interest.
23 MR GROSS: Thanks again, M. Keefe.
24 MR KATZ: | have no nore. | have one

25 nore.
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MR GRS Al right. M. Katz.

MR KATZ: Sorry to belabor the point, but
I think this is a good question |'mgoing to raise
her e.

You are the first person to actually

espouse, if | use that word correctly, a possible late
mandate in addition to the incentives. Now, the |ate

mandat e gives us the option of waiting until -- | was

| ooking through this right now -- May 1st, '99, to
propose it, and January 1, 2000, to put it into
ef fect.

Do you recommend that we go forward on the

incentive and all of the tax routes and the voluntary
routes and possibly hold this back to see if maybe we

m ght need that to encourage the narket?

MR KEEFE: | think certainly, you know,
I'"'mnot a big proponent of mandates. | guess because
I work for the governnment, we're used to making rul es

for the citizens of Rochester. So naybe | accept sone

of those things as inevitable. |'mnot a proponent of
mandat es, but | think that sonme push is necessary.

I'mnot sure how nmuch of these, quote,

unquote, voluntary efforts will exist if there's no
real regulatory pressure.

Certainly | think the incentives, the
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financial carrots are out there with the anticipation

that there will be stricter rules down the road. It
woul d certainly be a way to go. It would help sone of
these things evolve because | think, quite frankly, a

| ot of people want to do these kinds of things, and |

think it depends on what kind of organization you' re
dealing with.

V& have a relatively tight geographical

area that doesn't have sone of the probl ens that
corporate fleets have where people are traveling two
or 300 mles in a day to do sales calls or sonething,

you know |If we put 20,000 mles a year on sone of

our vehicles, that's a lot, unless it's a police car
or sonmething. They're not driving lots of mles. So

there are applications in a tight geographic, urban

area where sone of these alternate fuel things, given
sonme of the other obstacles, can work.
Dd | answer your question?

MR KATZ: Sort of. That's good enough.

Thank you.

2

KEEFE: Ckay.

é

Thanks.

MR KEEFE: Thank you.
MR GROES: Next up is M. David Byernan

fromthe Greater Philadel phia Aean Gties Program
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MR BYERVAN Thank you very much.

You know, if you | ook at your schedul e of
speakers for today, you'll notice that | have two
strikes against ne before | even start. First, |'m

precisely in the mddl e of your schedul ed speakers,

maki ng ne very easy to overl ook, and second, we're
here about an hour after lunch, which nmeans it's about

nap tine. I'mnot going totry to get the third

strike by repeating what you' ve already heard or by
doi ng anything repetitive. | would like to give you
a new perspective froma Qean Gties Programthat's

been around for a while.

M/ nane is David Byerman. | aman
i ndependent consul tant in the Phil adel phia area, and

I'mhere today in ny capacity as Executive Director of

the Geater Philadel phia AQean Gties Program or
"Cean Villages Programt nmaybe | shoul d say, a public-
private partnership in Philadel phia and its

surroundi ng suburbs, conprising sone of the |argest

utility, governnent, and nonprofit organizations in
our region, all working together to pronote the use

and infrastructure for alternative fuel vehicles in

and across the Phil adel phia region
It is ny pleasure to speak with you here

t oday about the advanced notice of proposed rul enaki ng
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for the alternative fuel vehicle acquisition

requirenent rules for private and | ocal governnent
fleets and to present the GPOCP' s position on the
adoption of future regul ations.

The Greater Philadel phia Aean Gties

Programwas founded on Septenber 26th, 1993, the third
Qean Gties Programso recogni zed by the U S

Departnent of Energy. Since that original designation

cerenony, the Phil adel phia program has becone one of
the nost progressive and active in the country.
V¢ were the first to hire a director for

t he programindependent fromany of the stakehol ders;

anong the first to establish our own newsl etter, Vorld
Wde Wb site, fiscal year budget, and el ected board

of directors.

Qur nonthly neetings, the next of whichis
t omorrow nor ni ng, have been wi dely recogni zed for
drawi ng high profile speakers and partici pants from

literally hundreds of niles around.

Qur program has al so proven itself as one
of the nost active in the nationin terns of its

regul arly schedul ed activities. As | speak here

today, | ammssing an opportunity to engage in the
same RP Publishing semnar that David just nentioned.

In the last two nonths we have wel coned over 400
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peopl e to events co-sponsored by our program

including a station grand openi ng and proj ect
financi ng workshop in August, which drew over 250
peopl e; a fleet nmanagers breakfast in Septenber, which

drove over 100; and our regul arly schedul ed nonthly

neetings, which typically draw 25 to 35 people a
pi ece.

| amvery fortunate to be working with

such a dedicated and hel pful group of stakehol ders in
Phi | adel phia, eight of which are here today, and |I'm
happy to report that we are nmaking great strides in

devel oping the use of AVFs in the bi-state Geater

Phi | adel phi a Regi on.
When considering the matter at hand today,

I think first it is inportant to nmake clear the

context within which regulations are to be adopt ed.
Specifically, what criteria are being used by the
federal government to determ ne whether the goals set

forth in the Energy Policy Act are attainable or

whet her, indeed, they are still goals at all?
The st akehol ders of our organization are

very hopeful that the admnistration can take

advant age of future opportunities to pronote the issue
of energy security. W feel that one m ssed

opportunity occurred in the early summer of this year
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when continued tensions in the Mddl e East and

dormestic supply shortages caused a spi ke in gasoline
prices across the country.
The admnistration mssed the opportunity

to reinforce the thene that these gasoline price

spi kes conpl etely outside the direct control of our
governnment represented in dranatic terns the energy

security crisis that this nation faces. The public's

preoccupation with this trivial ten to 20 percent
increase in gas prices belied our underlying
dependence on cheap and conveni ent sources of

gasol i ne. Conveni ent and econonical alternatives nust

be stressed to break this addiction
It seens before the Department of Energy

can reasonably begin a public debate on the nerits of

private sector and | ocal governnent mandates, there
nmust first be consensus in our nation that there is an
energy security crisis inthe first place. Qur belief

is that the energy crisis is clearly seen by officials

within the Departnment of Energy, but that those
beliefs often get subsuned to domestic politica

consi der ati ons.

The President can be very hel pful to our
cause by nmaking clear the strategic inportance of

alternative fuels research and devel opnent.
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Wth such high profile attention to the

i ssue of energy security, other incentive programns
Wi ll be easier to justify. Public sentinment will be
nore supportive of funding programs, which will then

drive the option of alternative fuel technol ogies.

V& support nost of the legislative
initiatives included in HR 4288, proposed hy

Representative Joe Barton of Texas. This bil

i ncl udes the wi de spectrumof incentive prograns which
woul d be hel pful in inproving the market for
alternative fuel vehicles.

An emssion credit trading systemwoul d

reward busi nesses for exceedi ng mandated AVF usage and
woul d i ncentivize entrepreneurs in devel oping the

infrastructure for these vehicl es.

Tax credits both for the use of
alternative fuel vehicles and for infrastructure
devel opnent woul d further enhance the economc

benefits of AVF usage for fleet managers and expand

the range of fueling options for fleet nanagers
seeki ng a conveni ent and econonical alternative fuel

Further, legislative initiatives,

i ncludi ng revisions of the tax depreciation schedul es
for alternative fuel vehicles and stations, deserve

nmerit, too, and would further assist us in our goals.
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Unli ke any of your other speakers, except

perhaps for the imedi ate prior speaker today, our
st akehol ders do not concur with the renoval of AVF
mandates included in M. Barton's bill. Mndates,

realistically inplenented and backed by the expressed

determnation of the Departnent to enforce them are
a val uabl e tool that we cannot cast aside.

To achi eve the goal of private sector and

gover nment adoption of these alternative fuels, the
government nmust denonstrate its deternination to
fulfill the letter of the law. Poorly supervised

regulatory efforts will only serve to underm ne our

case and detract fromthe assets of these alternative
refueling options. Anidle threat inthis caseis

even worse than no threat at all. That is our

concer n.
It is inportant to note that focusing on
voluntary incentive prograns, as the vast majority of

your speakers have said today and as we concur with,

that is not inconsistent with brandishing the
regulatory threat. This is where the (fice of

Transportation Technol ogi es and many of the d ean

Gties staff across the country can be the nost
hel pful to those of us involved with Qean Gties

efforts, especially those of us in nore organi zed
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Qean Gties Programlike here in Washington and up in

Phi | adel phia, where we run on a separate budget and
fundrai se by recruiting additional nenbers.
\ need to have sone urgency to our

appeal, and we need to provide sone goods or service

that prospective nmenbers gain by their nenbership in
our ean Gties Program

The Departrment of Energy is in a very

influential position to nmake our case that mnuch
easier. By making explicit the inportant and
fundarmental role that public-private partnership play

in the devel opnent of public policy, the Departnent of

Energy can give us a very persuasive and tinmnely
argunent for convincing prospective nenbers of the

i nportance of joining our program

The departrent's regional staff has proven
an inval uabl e resource for those of us working in
Qean Gties partnership. Uiiformy they do an

excellent job, and while they are extraordinarily

hel pful, they can be even nore hel pful by stressing
the inportance of our ean Gties organizations and

couching their language to nake clear that any failure

of these public-private partnerships to attract w de
cooperation could lead to the inposition of even nore

costly and unwant ed regul ati ons.
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WI1l we reach the displacenent goals set

in Section 205(b)(2) of the Energy Policy Act of 1992?
V% believe not, given current rates of use for
alterative fuels. Just by an active three year old

programin Phil adel phia, we feel we have yet to nmake

significant progress toward our own regi onal goals.
V% al so suspect that DCE s original goal of putting a

quarter of a mllion alternative fuel vehicles on the

road by this year has encountered simlar
difficulties.
e way in which we feel we can get on the

right track is by full devel opment of the Phil adel phia

Regi onal Support Cffice's Northeast Oean Corridors
Project, and we urge full funding and inpl ementation

of a conprehensive narketing and i npl enentati on

strategy along the Northeast Corridor, with
Phi | adel phia serving as the hub for this corridor.
Yes, we have been del ayed in the

realization of our goals, but the consensus of our

st akehol ders is that the process has been hi ndered not
so rmuch by any failures in our organization, but

instead as a sinple reflection of human nature. Fleet

managers are |like people in general. They' re adverse
to change, especially when they are being asked to

change fromsonething that is ingrained in their
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psyche as a natural right, a veritable conponent of

life in these United States.
¢ believe that we are naking progress,
but that that progress will take |onger than was

originally forecast.

There is an old saying that tells us that
in order to go faster, sonetines we need to sl ow down.

This saying is consistent with our beliefs about the

promul gation of private and | ocal government fleet
rul es under the Energy Policy Act.
If the Department comes to the concl usion

that it concurs with our suspicion, the Energy Policy

Act regulations may not conformto the political tines
in which we live. W ask that the Department nove

forward vigorously to provide fundi ng opportunities,

new tax treatnents, increased visibilities for
alternative fuels, and energy security as a national
issue and priority, and increased usage of AVFs by

governnment fleets at the federal and state |evels.

The government needs to | ead by exanple in
this case. It needs to help us make the case to fleet

nmanagers that based on a bottomline, economc

assessnent of the narket for these new fuels, the
choice is clear.

VW need to nake the case so unm st akabl e
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that fleet managers will finally break their co-

dependency on inported foreign oil and ultinmately on
gasoline itself. By diversifying our energy usage and
by softening the narket for these alternative fuel

vehicles, in particular, the federal governnent can

nmeet its long-termenergy security goal s.
To speed up, slow down. Increase funding

opportunities for fleets. Increase the pressure on

private sector organi zations to join and support d ean
Gties efforts. Increase the prom nence of energy
security as a national issue. Increase the

devel opnent of clean corridors across the country, and

nost especially here in the Northeast.
Decrease the rush to promul gate hasty

regul ations that have little chance of being

realistically enforced. Whatever regul atory strategy
i s adopted, proceed deliberately |ess the strategies
do nore harmthan good.

Mean what you say as a Department and as

a governnment. W& need to take a pro busi ness approach
to market devel opnment for these fuels in order to

insure a bright future for these fuels. Until that

time, organizations |ike the Geater Philadel phia
Qean Gties Programwi |l be fighting the good fight

to assist the Departnment of Energy in these efforts.
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Thank you very much.

MR GRGES: Thank you.
MR MARDLE | have one quick question
In your testinony you are tal ki ng about various

fundi ng opportunities, and one of the things you

nmenti oned was new tax treatnents.
Now, | know earlier in your statement you

tal ked about tax depreciation schedul es. GCould you

elaborate a little nore on what you were referring to
interns of tax treatnents? Wre you referring to the
vehi cl es or fuel s?

MR BYERVAN | think primarily | was

referring to the depreciation schedules. | think al so
there is an issue that others have nore expertise in

than | do about the sales tax for these fuels and, you

know, providing equal tax treatnent for the different
fuel s.
MR MARDLE Ckay, and al so getting back

to depreciation, | guess you re naybe referring to

sonme sort of accel erated depreciation on these?
MR BYERVAN Mich |ike the three-year

depreci ation schedule on the Barton bill, for exanple.

MR MARDLE kay. Thank you.
MR RODGERS: Thank you very much, Dave,

for your comrents and for all of your efforts in
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Phi | adel phia pronoting alternative fuels.

Let ne follow up on sonmething that M.
Katz brought up earlier in terns of the later
rul emaki ng as a possi ble, as you nentioned in your

testinmony, a possible tool that we would use to

encour age people to conply.
If we were to promulgate a later

rul emaking, the deadline in the statute is January 1

of the year 2000. Knowi ng our admnistrative
procedures, we'd probably have to begin work on that
by January 1 of 1998.

That's about a year fromnow Sois a

year a long enough tinme for us to work with
organi zations like yours, like the fleets, like the

fuel providers, the autonobile conpanies, to work out

a set of incentives that we woul d have sone confidence
woul d be in place so that we can nake a decision as to
whether or not to begin that rul emaki ng?

MR BYERVAN | think, know ng your

adm ni strative processes, you know, there's no way
that we're going to get in the early schedule for this

fleet rule. So the only option aside fromnot doing

any regs. at all would be to foll ow that second course
of action.

And | think our concern uniformy -- we
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had a board neeting yesterday -- and the sentinent

that came out of that board neeting was that there is
a lot of concern that the DCE woul d go forward with
promul gating these regul ati ons, but woul d

si mul taneously be doing all they could to encourage

voluntary measures, and that that woul d weaken the
entire message because nobody takes that seriously and

because a | ot of the people that are involved with

this program have been invol ved with previous,
especially transportation prograns, that have gone so
far down the line, supposed to be happeni ng, supposed

to be happening, and then the week before or the nonth

before the regul ati on takes effect, all of a sudden
the rug is pulled out fromunder everyt hing.

V¢ believe that that woul d serious danage

and perhaps ruin the chances of any future regul ati ons
bei ng taken seriously, and we also fear that it would
cause peopl e to anal ogi ze, correctly or incorrectly,

this process we're going through with a lot of the

processes that were followed in the '70s with the
energy crisis then. | think a |ot of people thought

that there were sone big clains nmade during the ' 70s

There was a big sense of urgency, and then all of a
sudden the entire issue got resol ved, and then

everything was back to where it was before.
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| think the consensus of our stakehol ders

is that in order to have regulations that are going to
work and that are going to be taken seriously by the
private sector, which is going to fight this tooth and

nail, the DCE has to not only promul gate the regs.,

but they have to have the people out there to say,
"W're going to enforce them This is how This is

who, and this is what's going to happen if you don't

foll ow these regul ations. "
If | could just say one final thing.
MR CGRCSS: Sure.

MR BYERVAN And that is that | want to

enphasi ze the role of the Ford Mdtor Conpany this year
in the process of trying to get alternative fuel

vehicles on the nmarket. Several of your speakers

t oday have mentioned the high increnental cost for
alternative fuel vehicles, and sone of you and
certainly sonme of the people in the audi ence nmght not

be famliar with the fact that Ford has sone

extraordinary pricing prograns this year, including a
zero dollar increnental cost on sone of their

Econol i ne vans and even sone of their flexible fuel

vehi cl es which are being sold at |ess than NSRP for
t he conparabl e gasol i ne vehi cl es.

| think that, and nmany nenbers of our
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programthink, that this is a very inportant year for

alternative fuel vehicles, and we woul d encourage DCE
to work in any possible way, dedicate any possible
staff, and engage in all of these partnerships to work

with Ford to nmake sure these vehicles get sold.

Thank you.
MR GROES: Thanks, M. Byerman.

Qur next speaker is M. Janes Peepl es.

MR PEEPLES: Thank you, M. Chairnan,
nmenbers of the panel. | appreciate the opportunity to
be here today on behal f of the Fats and Proteins

Resear ch Foundati on and having the privilege after

lunch here to foll ow sone very el oquent speakers with
whom | generally agree, but would like to make a few

comments on behal f of the Fats and Protei ns Research

Foundation with specific regard to the prograns that
are under consideration before DCE, with specific
regard to biodiesel.

|"ve been involved in notor fuels and

nmotor fuel policy devel opnent, alternative fuels, and
so forth for many years. Mst recently |'ve been

i nvol ved in hel ping to advance the commercialization

of biodiesel, the major industry group for which is
the National Biodiesel Board, which cane into being

about three weeks before the passage of EPAct, which
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kind of gives you a sense of just how young the

bi odi esel industry is in the United States, when the
farmers of this country nmade the wi se decision, in ny
opinion, to invest what is now over $10 nillion in the

devel opnent of biodiesel here in the United States.

The Fats and Protei ns Research Foundati on
is agroup that was founded in 1962, and in this

regard is very much supportive of and has hel ped to

fund devel oprrent of biodi esel from m xed feedst ocks,
i ncl udi ng waste vegetable oils, rendered animal fats,
and other products that ultinately will hel p reduce

the cost of biodiesel as a finished product.

| heard a couple of comments referring
back to the last najor energy crisis that this country

had, which was in the md-'70s, out of which the U S

fuel ethanol industry evolved, and a whol e array of
i ncentives was established to get it going and off the
dime and participating in the nation's fuel mx.

Back in those days, to manufacture a

gal lon of ethanol fromcorn or any other agricultura
feedst ocks was in excess of $3 a gallon. Today, sone

20 years later, the cost of making ethanol has dropped

by sone two-thirds and nay, in fact, drop further
through the support on the research and devel opnent

side of DCE of the use of other feedstocks to further
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reduce, again, the cost of fuel ethanol.

V¢ believe something very simlar to this
coul d happen in the case of biodiesel, given
sufficient time. The US. petrol eumindustry has had

wel | over 100 years to work the bugs out of its

system and those are still being worked out as we
speak. The biodiesel industry in the United States

has had barely four years. So, again, being the new

kid on the block, there's nmuch yet to be done.
V& believe that ultimately the current
finished cost of biodiesel will drop at a sinmlar rate

based upon the support of the National Biodiesel

Board, Fats and Protei ns Research Foundation, the
Department of Energy, and the National Renewabl e

Energy Lab that is extending such substanti al

resources to bring this result about.
Since 1992, when EPAct was passed and the
bi odi esel industry for all intents and purposes cane

into being in the United States, we have now four

producers of biodiesel either in the devel oprment
process or actually maki ng bi odi esel for commrerci al

sale. | won't get into the details of, you know, what

they're doing and how they're doing it, but several of
themare represented here today, and so I'll defer to

t hem
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But we've had several major regul atory

successes, including in the case of Twn Rvers
Technol ogi es, whom| believe you heard fromearlier
today, they received an official certification for

their urban bus retrofit rebuild kit, which includes

the use of bhiodiesel and a catalyst for the
retrofitting of pre-1993 buses. That is a major step

forward in terns of the recognition of biodiesel as a

fuel conponent.
EPA just |ast nonth has accepted the use
of m xed biodi esel feedstocks as a fuel that will be

tested under fuel and fuel additive health effects

testing program which |'ve referred to in ny witten
testimony. This will obviate the need for testing

di fferent kinds of biodiesel, whether it's derived

fromanimal fats or soy oil or whatever it is. It
will all be tested as one product, which is a wise
judgnent in the opinion of the FPRF because it woul d

hel p reduce the cost of that testing programwhich is

essential for all fuel and fuel additives that are
bei ng introduced into the nmarketpl ace or are already

in the notor fuels stream

e of the other initiatives that the
industry is working on nowin conjunction with EPAis

to obtain a substantially simlar deternination from
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the agency that it can be used in blends of up to 20

percent biodiesel as a legal fuel wthout any further
restriction. That's been an ongoi ng process was EPA
grapples with even defining what diesel is under the

AQean Ar Act, much | ess biodiesel

So the industry has been worki ng very
closely with EPA on that, and we anticipate a positive

out core.

| have been very closely involved with the
bi odi esel industry and working through and in
cooperation with the Anerican Society for Testing and

Materials to get a uniformnotor fuel spec.

establ i shed for biodi esel which would include all the
f eedst ocks that we envi sioned that biodiesel could be

manufactured from and this is working in close

cooperation with the petrol eumindustry, wth other
st akehol ders, the end users of the product, and so
forth to insure that the highest quality fuel is nade

avai |l abl e for the narket pl ace.

This is an ongoing process. |f any of you
have had any experience with the Anerican Society for

Testing and Materials, it takes many years to get a

specification developed. In the case of ethanol, it
t ook over a decade to get a fuel spec. approved

t hrough ASTM even though a | ot of ethanol was bei ng
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sold inthe United States in the formof gasohol, but

this process is ongoing, and the results that we're
seeing are very positive, and we antici pate being abl e
to get a uniformfuel specification that enbraces al

m xtures of biodi esel approved through ASTMin the

very near future.
In addition to that, the state regulators

whose job it is to insure that nmotor fuel quality is

assured fromthe standpoint of protecting consuners --
we are working with themto hel p develop a definition
of premumdiesel. This is a new phenonenon in the

nmotor fuel narketplace. | don't know if you've seen

the punps out there where prem um di esel has been
| abel ed, state regulators, not having any | aws or

regs. or guidance to determ ne what premumdiesel is.

The National Conference on Wights and
Measures, which is their sort of governing body, if
you will, has begun taking steps in cooperation with

us and ot her stakehol ders in the private sector, the

engi ne manufactures, and so forth, to cone up with a
viable definition of premumdiesel, and we believe in

that definition that biodiesel, because of its

performance characteristics, its higher Gtane rating,
its excellent lubricity characteristics and fue

stability, will be a viable candidate for use as a
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prem um di esel fuel conponent to nake it possible for

consuners to get a prem um product when they go to buy
it as opposed to taking the chance now on whatever it
is the nmarketer chooses to call a premumdiesel fuel.

So we are working very closely with the

Nati onal Conference on Wights and Measures on this
through their Premum D esel Task Force, and this

process is going on a very fast track, and we believe

provi des further evidence that biodiesel is doing
everything by the nunbers to becone an inportant and
viable motor fuel in both the alterative notor fuel

streamas well as the conventional notor fuel stream

Whi ch brings me to a discussion of B20.
I'msure you heard earlier today that as of |last nonth

the National Biodiesel Board and a coalition of

st akehol ders, including the Fats and Protei ns Research
Foundati on, submitted a petition to the Departnent of
Energy for a designation of B20 or 20 vol une percent

of biodiesel as an alternative fuel under the EPAct

definitions.
V¢ were disappointed, frankly, that in

March when those definitions were published in the

Federal Register that B20 was not anong them We
believe that the extensive work that has gone into

this petition provides DCE a substantial justification
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for going back and now defining B20 as an alternative

fuel by virtue of the legislative history of EPAct and
what woul d be sound public policy, in addition to the
fact that it would allow with some additiona

flexibility, which |'mgoing to discuss here in a

mnute, in your upcomng regulations to include the
full est possible use of biodiesel in conpression

ignition engines, which as we know are much nore

efficient engine already existing in the narket, in
wi despread use both in private and public fleets, that
could allow eventually further fuel displacenent to

hel p in sone snall neasure neet the ultimate

di spl acenent goal s of EPAct.
As | say, the FPRF has endorsed this B20

petition. W are a nenber of the coalition, and we

woul d urge DCE to take this into consideration and act
imediately on this petition. GQve us at |east sone
gui dance as to what else we need to do to nmake this

denonstr at i on.

But we believe for legal, legislative, and
good, valid public policy reasons that B20 shoul d be

defined as an alternative fuel.

That | eads me to a discussion of
flexibility. A vyear and a half ago DCE held a series

of hearings on the alternative fuel definitions. At
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that time | al so spoke on behal f of FPRF and urged DCE

at the time to consider |ooking at other nore flexible
ways of approaching this whol e regul atory package, as
opposed to the top-down, command and control, sort of

non- nar ket based, if you will, approach to meeting

t hese repl acenment fuel goals.
VWll, a year and a half later, it seens

like we're alnost at the sane stage in that process,

and you all have gone through this is the third,
guess, day of hearings on this subject, you know, the
first two of which, | understand, were sonewhat

grueling and fairly nonotonous in terns of the nessage

you were hearing about, you know, getting away from
command and control regulatory efforts.

V¢ believe, as the Fats and Proteins

Research Foundation, that the DCE should take steps to
broaden t he kinds of vehicles and engines and so forth
that are affected by this regulation to include the

heavy duty engine category, which are primarily

power ed by conpression ignition engines, and bring in
t he whol e diesel fuel conponent of this, which, of

course, would nmake it very attractive to bring in

bi odi esel whether in B20 or prem umdi esel or neat
bi odi esel , dependi ng upon the application.

This would not require a major
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infrastructure redesign. The fuel is conpletely

mscible in diesel. It perforns with few, if any,
changes in the actual nechanics of that diesel engine,
and with several mllion mles of denonstration that

the NBV and ot her groups have funded over the years,

has shown that the fuel perforns as good, if not
better than, conventional petrol eum based diesel

So we think there are valid reasons to

broaden the scope of this regulation to include these
other fuels, not just limt it to spark ignition
engi nes and gasol i ne repl acenents. Let's |ook at

di esel fuel replacenents as wel l

And then at the sane tinme, develop a
system by which, as others have spoken to earlier, a

way of banking, buying, and selling, trading credits

so that if a fleet wants to go to a biodiesel in
powering its buses or heavy duty trucks or whatever,
that if it exceeded its requirenents in terns of

replacing gallons of fuel, that they could take and

trade those credits w th soneone el se, sone ot her
entity that may not be simlarly situated.

Ve think that, you know, going through a

nore flexible approach of that type, which has been
denonstrated anply in other EPA and DCE rul enaki ngs,

offers a real promse of if not neeting the fue
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repl acenent targets in the next fuel years, wll at

| east take us closer to that point.
And in that regard and in concl usion, |
would like to urge DCE to take advantage of a tool in

federal law that already exists to maybe break through

this barrier that we have to getting to the point
wher e everybody can work off the same page here, and

that would be the provisions of the Regul atory

Negotiation Act, which would allow DCE to convene a
neeting of all the different stakeholders with a set
agenda that the DCE and t hese stakehol ders woul d

design to sit around a table, |ock the door, bring in

pi zza, feed folks until the process is done, to devise
and get an agreenent to fromall parties involved a

procedure by which alternative fuel |aws, policies,

and so forth can be designed and i npl enent ed.
I, as a participant in the regul atory
negotiation that took place under EPA s auspices to

get the federal reformul ated gasol i ne program

underway, which was a multi-billion dollar reg.-neg.
process, it took us seven nonths to do it, but in the

end there was an agreenent signed. Everybody adhered

toit, and now we have, sone four years |ater, we have
an RFV programthat nobody thinks tw ce about anynore.

| think the same thing is possible to get
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over this hunp that we seemto be tal king about here

interns of getting alternative fuels and alternative
fuel vehicles in the mai nstream of the narket pl ace.
| woul d encourage DCE to consider that,

particularly if we're tal king about a January 1, '98,

rul emaki ng | ooki ng ahead to the inplenmentation
schedule. |If we got started on sonething like this

now, we woul d have, you know, 1997 to meet and cone to

an agreenent, and then pronulgate a fornal rule on
that. | think that's a fairly doabl e schedul e, and
think if the folks that you' ve heard here today are

commtted to such a process, it's there in federa

law. It's a proven nechanismto get this process, a
very conpl ex regulation of this nature, through

And, again, if it won't nmeet ultinately

the goals of fuel replacenent in the next decade,
it'"Il get us on the right track.
And again, | appreciate the opportunity to

speak here on behalf of the FPRF. VW will be

commenting in nore detail before the Novenber 5th
deadline on this rul emaking, and we | ook forward to

working with you in the success of this program

MR GRCES: Thank you very much.
Quest i ons?

MR MARDLE | have just two quick
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questions. The first one is you nentioned the EPA s

urban bus rebuild --
MR PEEPLES: Retrofit rebuild program
yes.

MR MARDLE Yes, and you said you' ve got

certification fromEPA as a technol ogy that woul d neet
those rebuild standards for the urban buses.

MR PEEPLES: That's correct.

MR MARDLE |Is that for B20?
MR PEEPLES: That is for B20, yes.
MR MARDLE Ckay. |Is there any specific

technol ogy that has to be required or is that just

fuel specific? Do you happen to know?
MR PEEPLES: Well, it is fuel specific in

the sense that the fuel that was defined in the

certification petition is a soil oil based bi odi esel.
MR MARDLE kay.
MR PEEPLES: But that was strictly

limted to that one petition. Wat EPA has certified

is not in any way to be construed as an EPA definition
of bi odi esel .

MR MARDLE R ght. That leads to ny

next question on the KSTMfuel spec. you' re working
on. Is that also for B20 or is that for various

bl ends of bi odi esel with diesel?
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MR PEEPLES: Wll, the intent behind the

fuel specification that's being devel oped is to nake
sure we have an agreed upon, defined specification
regardl ess of the biodiesel's feedstock, and before

bi odi esel for use in blends or in --

MR MARDLE Ckay. | see. So you're
specifying the biodiesel. Then you blend it in

what ever per cent ages.

MR PEEPLES: That's correct, and that
woul d be consistent with how ASTM has addr essed
et hanol before. It's just a fuel ethanol

specification, and then whatever bl end percentage is

invol ved is secondary. They did the same thing in the
last three or four years with NTBE as wel |.

MR MARDLE kay.

MR PEEPLES: So it's just for that fuel
conponent .
MS. LEWS: Has EPA classified this as a

clean fuel or are you in the process of dealing with

EPA, the B20?
MR PEEPLES: |'mnot exactly sure what

you rmean. Under the dean Fuel Vehicle Progran?

MS. LEWS: Yes. EPA has the clean fuel.
Sone of their fuels are al so under our definition of

alternative fuel.
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MR PEEPLES: That's right.

M. LEWS: But B20 |' mnot sure about.
So | want to know whet her EPA has classified B20, this
particular blend, as a clean fuel under the program

under which it runs.

MR PEEPLES: To ny know edge, that has
not occurred.

M. LEWS. Have you requested EPA to

classify your fuel as a clean fuel ?
MR PEEPLES: FPRF has not, and quite
honestly at this nonent, |'mnot specifically certain

as to what the industry's position is on that.

There's still a lot of emssions testing that's being
done. The industry has put a considerabl e anount of

resources into eval uati ng the em ssions perfornmance of

biodiesel in all blend levels. A lot of that research
is still ongoing, and | think that subsequent speakers
mght be nore in a position to address the specifics

of that question.

M. LEWS: This is sort of like a foll ow
up to that. Qur program as we have it set up

according to the legislation, we deal prinarily with

light duty vehicles.
MR PEEPLES: That's right.

M. LEWS: And the diesel fuel, you know
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what diesel fuels are being used. Now, you have

i ndi cated that perhaps we could bring in these medi um
and heavy duty vehicles under sone type of innovative
schenme. Can you el aborate on how we coul d possibly do

that, say, under the scenario if we goto a

rul emaki ng, which we are discussing today?
MR PEEPLES: Well, again, | think prior

to a rul emaki ng perhaps a reg.-neg. process to, you

know, get sonething that was agreed upon by gover nnent
and industry would be an interi mstep and perhaps
woul d expedite a rul emaking when and if that were to

occur.

But | think that ny readi ng anyway of
Section 502 and following is that one of the major

obj ectives of EPAct under this section generally is

the repl acement of petroleumfuels, and what is in
that section is fairly open-ended as to how t hat night
be done, as opposed to the earlier sections which have

a much nore formalistic, you know, staged introduction

of the vehicles, if not the fuels, for the different
categories of fleet operator.

It's our proposal that DCE strongly

consi der going under Section 502 with the nore
fl exi bl e approach, |ooking at the broad range of fuels

and the nmeans by which those fuels could be used to
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displace all petroleumproducts that are used in the

transportation sector.
| believe that's a nmuch nore shall we say
fl exi bl e and open-ended portion of the [aw which, in

ny opinion, is every bit as valid as the earlier

sections and hopeful ly woul d be worki ng i n harnony
with those earlier sections, but | believe it does

provi de DCE sone anple flexibility to not only | ook at

the light duty end of the program but al so enbrace
the heavy duty end of the fleet, as well as other
interests in transportation use, not just on-road type

of vehicl es.

At this point if we're going to neet or
come close to neeting sone of these goal sin 2010 and

later, you know, we're going to have to look at a

whol e | ot of other fuel displacenent objectives out
there, which would include diesel, gasoline, you know,
and so forth.

M. LEWS: Thank you.

MR GRCES: W're going to have to nove
on. Thank you very much, M. Peeples.

MR PEEPLES: Thank you.

MR GROES: Next up is M. Len Bower of
the Anerican PetroleumlInstitute.

MR BOMER Thank you, M. Chairnan.
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| amthe Drector of Policy Analysis and

Strategic Planning at the Anerican Petrol eum
Institute. APl's nore than 350 nmenber conpanies are
engaged in all aspects of the petrol eumbusi ness, from

exploration and production of crude oil, the

manuf acture and sal e of finished products, including,
of course, transportation fuels.

Thus, APl has a keen interest in the

Departnent of Energy's advanced notice of proposed
rul emaki ng concerning private and | ocal governnent
alternative fuel fleet vehicle mandates.

In this proceeding, the Departnent has

asked whet her an AVF acquisition nandate for private
and nmunicipal fleets is necessary. The proposed

mandate that we are talking about is linked to a

target of 30 percent replacenent of petrol eum based
nmotor fuel by the year 2010 with repl acement fuel. By
statute, at least half of these replacenent fuels are

supposed to be donestical ly produced.

Si nce these hearings began three weeks
ago, DCE has heard the testinony of representatives of

state and | ocal governnents, fleet operators, and fuel

providers. Many have told the Departrent it shoul d
not proceed with nandates for AVF acquisition by

private and | ocal governnent fleets. APl concurs in
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this view W also believe fleet nmandat es shoul d not

be i npl enented under either the early or regul ar
rul emaki ng provisions of the Energy Policy Act,
Section 507.

Further, we recomrend that DCE use its

authority to elimnate EPAct's unachi evabl e
repl acenent fuel goal.

APl opposes inposition of mandates or

subsidies for AVFs and alternati ve fuels. Wen
alternati ves can neet the needs of consuners at
conpetitive prices, markets will naturally devel op

Wi t hout governnent intervention. Therefore, the

repl acenent fuel target is arbitrary and unnecessary.
It is also technically and economcally

i nfeasi bl e to achi eve by 2010. For these reasons, DCE

should elimnate the 30 percent repl acenent fuel goal
and not inpl enment AVF acqui sition nandates.
EPAct's 30 percent repl acenment fuel goal

is not inflexible. Indeed, the Energy Policy Act

requires DCE to deternine the technical and economc
feasibility of achieving the goal and gives DCE the

authority to lower the goal if it is not achievabl e.

This feasibility determnation is |ong overdue and, as
I will discuss later, the first phase which has been

released is so deficient that we believe its results
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are meani ngl ess.

Al credible evidence suggests the true
costs of neeting this goal would be enornous, while
the benefits woul d be negligible.

In addition to assessing the technical and

economc feasibility of the repl acenent fuel goals,
DCE nust consider the inpact of the repl acenent fue

programon oil inports, the domestic econony, and

greenhouse gas em ssions. Considering these
additional factors, a national goal of 30 percent
repl acenent fuel by 2010 is clearly inappropriate.

Meeting the EPAct goal will not elimnate

and rmay not even significantly reduce fuel inports.
Mandates to neet the goal will inpose higher

transportation costs and coul d severely harm our

econony, and it is questionabl e whether increased use
of alternative fuels will reduce greenhouse gas
emssions. | wll briefly discuss these points.

First, AVF acquisition by private and

municipal fleets is unlikely to significantly decrease
inports of transportation fuels or feedstocks used to

make them Mandates to encourage greater alternative

fuel use could sinply lead to inporting nore of these
fuels. |Indeed, the Departnent’'s own anal ysis shows

net hanol and a | arge share of propane will likely be
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1 inported if EPAct's replacenent fuel goals are ever
2 et .

3 In any case, U S. dependence on inported
4 oil is much less of a problemthan is frequently

5 assunmed. Markets have shown a great ability to

6 allocate supplies and deal with fluctuations, and we
7 are hetter able to deal with short-termsupply

8 disruptions than in the 1970s or even when EPAct was

9 passed in 1992.

10 Qur current sources of inported oil are
11 nore varied than they were during the oil problens of
12 1970s. The strategic reserves of oil around the

13 worl d, including our own SPR provide a buffer in the
14 event of sone unforeseen energency, and because

15 alternative fuels likely will be inported fromnmany of
16 the same places as oil, substituting alternative fuels
17 for a portion of US transportation fuel will not

18 necessarily protect the U S. fromdisruptions.

19 Second, nandates do not provi de economc
20 benefit. W' ve heard argunent during these hearings
21 and in other settings to the effect that increasing
22 use of alternative fuels and AVFs will create jobs,

23 strengt hen the econony, and spur new technol ogy.

24 Whi | e sorme jobs woul d be created by expandi ng

25 alternative fuels and AVFs, these jobs woul d cone at
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the expense of lost jobs in traditional autonotive,

petrol eum and other industries that supply them
In addition, alternatives are now and nay
remai n nore expensi ve than conventional fuel vehicle

technol ogi es. These costs will be reflected in higher

consuner prices or in taxes needed to provide
gover nment subsidies for AWs and their fuels.

Several witnesses during these hearings

have testified about the hardship that the increased
costs fromfl eet mandates coul d have on both the
public and private sectors. |In these days of tight

budgets, it is inprudent for DCE to i npose additiona

costs on |local governnents, especially for prograns
that may do little or nothing to hel p the environnent,

reduce inports, or spur the econony.

These mandates will sinply take funding
away frominportant |ocal prograns. Mandates al so
will drain investrment capital away from af fected

busi nesses, thereby sl owi ng true econom c grow h.

The mandat es, indeed, could put these
busi nesses at a di sadvantage conpared with others,

i ncl udi ng over seas conpetitors.

And finally, there may be little or no
reduction in greenhouse gas eni ssions through greater

use of alternative fuels based on a total fuel cycle
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em ssions anal ysis as required by EPAct. W nust

renenber that the likely alternatives are carbon based
fuel s.
As |'ve nmentioned, the Energy Policy Act

requires DCE to exanmine the technical and economc

feasibility of the replacenent fuel goals. The
Departnent nade the first phase of the eval uation

available early this year, over two years |later than

required.
This study reported that in 2010
alternative fuel use coul d be sustai nabl e and even

beneficial at the 30 percent goal |evel. DCE reached

its conclusions by using a conpl ex nodel i ng tool which
is not well natched to the probl emand by using highly

unreal i stic assunptions.

In contrast, APl considers the 30 percent
repl acenent fuel goal infeasible and economcally
detrinental .

The rest of ny substantive remarks will

focus briefly on the inadequaci es of the DCE st udy.
DCE used a general equilibrium nodel

called the alternative fuel trade nodel to determ ne

fuel use decisions inthe US  The nodel assunes that
sonme of the alternative fuels are al nost conpetitive

wi th gasoline.
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1 A fundanental problemis that the nodel

N

has no tine conponent. Consequently, results |abel ed

3 as applying to 2010 are, in fact, arbitrary and have
4 no connection with a neani ngful tinme period.

5 Moreover, the DCE study did not consider
6 the policies or costs required for the transition to
7 the use of 30 percent alternative transportation fuel.
8 In particular, DCE did not incorporate the huge costs
9 of the two new fuel distribution networks that woul d

10 be required to supply the AVFs that DCE projected

11 could be on the road in 2010.

12 Anot her maj or mstake i s assum ng that

13 when al ternative fuel vehicles are al nost as good as
14 conventional gasoline powered vehicles, they will take
15 substantial market share away fromtoday's doni nant

16 technol ogy, but in fact, markets don't change t hat

17 way.

18 Successful Iy displ acing an establ i shed

19 product with which consuners are generally satisfied
20 requires a new technology that is substantially

21 superior, not just as good or close, but sonething

22 that's better.

23 Alternative fuel vehicles generally are
24 not conpetitive now Wen they will be, if ever, is

25 sinply not known.
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Finally, DCE assuned no increased

alternative fuel use outside of the U.S., which is a
strange assunption because the study assuned that
alternative fuels would be priced conpetitive with

conventional fuels. That odd assunption all owed DCE

to predict lower alternative fuel prices than woul d
ot herwi se be the case and naki ng t hem appear nore

attractive in the nodeling results.

Wsing their nodel and assunptions, DCE
came up with sone incredible results. For exanple, to
take one, for some cases DCE concl uded nearly 100

mllion vehicles capabl e of operating on alternative

fuel would be avail abl e by 2010. Assuning that there
will be approximately 230 mllion vehicles in 2010,

that translates to nore than 40 percent of all

vehi cl es on the road.
Under best case assunptions, DCE assuned
only about five mllion vehicles would result from

mandates. This neans that nore than 90 mllion AVFs,

or alnost all new cars and |ight trucks sol d between
now and 2010, woul d need to be purchased by someone

voluntarily.

Qearly, large-scale, voluntary changeover
to AVFs, such as tal king about getting as many as 90

mllion AVFs purchased voluntarily between now and
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2010, will not occur unless there are cost and

per formance benefits, and there is no evidence that
such benefits will occur in the foreseeable future.
Yet DCE assuned a nassive rush to AVFs coul d take | ess

inless than 15 years even though only a fraction of

a percent of the current vehicle fleet can operate on
alternative fuels: AVF probl ens were overl ooked as

well. Hgh fueling costs, performance limtations,

and al nost no offerings from nanuf act ures.
G ven these facts, you don't really need
to be an economist or a technical expert to seriously

question such results.

In summary, DCE should not nmandate the
private and | ocal governnent fleets acquire AVFs under

either the early or regular rul enaki ng provisions of

the Energy Policy Act. DCE should, in fact, reject
the Energy Policy Act's 30 percent repl acenent fue
goal, and DCE shoul d recogni ze that its anal ytical

work to date is based on an unrealistic

characterization of the conpetitiveness of alternative
fuel s which leads to conclusions that are not

def ensi bl e.

Thank you.
MR GRCES: You're wel come. Thank you.

MR MARDLE Yes. |'djust like to
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respond to your comments regarding our Section 502(b)

report or technical report 14. Mst people knowit's
one and the sare.
| found many of your comments that you' ve

made we' ve taken into consideration. | agree wth

some of your comments, although not all of them
regarding criticisns regarding the study, but 1'd Iike

to point out that the Departnent right nowis in the

m dst of conducting what's called its transitional
analysis to |l ook at how we got from 1995 to 2010 and
what are the transitional costs involved in noving

fromtoday' s system where you have a transportation

syst em dependent on gasoline, to one where a | arger
percentage of alternative fuels are integrated into

that m x.

So we're attenpting to address your
concerns and eval uate the cost of noving fromhere in
1995 to the year 2010, and hopefully we would like to

have sone results on that nodeling effort by the end

of this calendar year or early next year.
| just wanted to clarify that.

MR BOMER W certainly look forward to

seei ng t hose.
MR RODGERS: Thank you for your conmments.

I'mreading here in your witten statenent
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1 that you say, "AVF acquisition by private and

2 municipal fleets is unlikely to significantly decrease
3 inports of transportation fuels," and then you go on
4 to tal k about our study which shows a significant

5 anmount of inported nethanol and propane.

6 So ny question is: would AVF acquisition
7 by private and nunicipal fleets contribute to

8 decreased inports of oil?

9 MR BOMER In all likelihood it would

10 contribute to sone decrease in oil inports. That is
11 correct, but when you take the context of the tota

12 anmount of transportation fuel that's being inported,
13 the effect woul d be ninuscul e.

14 MR GRES: kay. |'d just like to ask
15 whet her you believe that there are any costs, other
16 than the direct costs associated with the various

17 fuels, but particularly costs associated with

18 reformul at ed gasol i ne and di esel fuel, such as

19 envi ronnmental costs, such as energy security rel ated
20 costs, what we're paying for nmlitary protection and
21 so on, that our country or citizens ought to be

22 concer ned about .

23 MR BOMER Well, | believe that we have
24 a set of policies in place that |argely have addressed

25 the concerns that have been raised with the
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environnmental and to the extent there are energy

security concerns with oil. | believe that those are
bei ng addressed by existing policies.
MR GRCES. Such as nilitary policies, for

exanpl e?

MR BOMER No, | wouldn't put mlitary
policy necessarily in that category. | would put the

strategi c petroleumreserve in that category.

MR GRS Al right. Ken.
MR KATZ: Sure. On page 2 of your
testinmony you nmake sone statenents, and | would |ike

it if you could provide witten back-up information

and support of that before the deadline. The three
statenents that 1'd like to have back-up on are in the

first paragraph you say, "Meeting the EPAct goal will

not elimnate and nay not even significantly reduce
fuel inports." |f you have sonething, you know, |I'd
just like to have back-up information

"lIt's questionabl e whet her increased use

of alternative fuels will reduce greenhouse gas
emssions.” That is contrary to what we've been | ed

to believe.

And there's a statenent that "job creation
woul d cone at the expense of lost jobs in traditiona

autonotive, petroleum and other industries." That
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also is contrary to other infornmation we have, and |'d

like to see the information that you have related to
t hat.
Also, inreference to the goal, unless |I'm

reading this wong, and Vivian can verify this, |

don't think we can elimnate any goals. W& can change
them VW& can decrease themor we can push out the

tine frane. Instead of 2010 we could nake it further.

So | don't think we can just say, "V& shouldn't have

goals at all," but we can change them
MR BOMER R ght, and you can essentially

| ower the goal to the point where we wouldn't have to

have deliberations |ike this about government policy
to encourage any particular fuel or set of fuels

MR KATZ: And as a followup question to

a question | asked the guy fromthe Petrol eum
Mar ket ers Association of Arerica, in relation to the
nati onwi de RFG programwe acknow edge that RFG goes a

| ong way towards decreasing the reliance on oil, and

it does replace sone oil, and we'd |like to know t he
feeling of the menbers of APl on the likelihood of a

nationwide RFGin light of the foothold that woul d

have on displ acing the inported petrol eum
MR BOMER W woul d oppose a nationw de

RFG nandate. First of all, we don't believe the goal
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that drives it makes sense.

Second, we oppose nandat es.
Third, just like other alternative fuels,
RFG i nvol ves costs, and it was designed to address a

particular problemin the nore serious nonattai nnent

areas. W believe it's a reasonably cost effective
tool for addressing that problem but sinply inposes

extra costs on other parts of the country that don't

need that.
And finally, | would say that the
Environnental Protection Agency is addressing the

i ssue of allowing other areas or whether or not to

allow other areas to opt into RFG and | think that's
the appropriate place for that to be considered.

MR KATZ: That's fine. | wasn't

suggesting a mandate. | was just wondering if you
thought it was good that nore communities woul d use
RFG because of its petrol eumdi spl acenent qualities.

MR BOMER Wll, not for its petroleum

replacenent qualities. | nean | think that the
communities that do have nonattai nnent probl ens and

are looking at howthey' re going to cone into

attai nment the neet the dean Air Act requirenents,
RFGis one of the options that they mght ook at.

MR KATZ: Thank you.
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MR QRS Onhe nore.

MR RODGERS: Thank you for your tine.
Just one nore question. You were discussing on page
3 about the, and I'Il quote, "Successfully displace an

establ i shed product with which consuners are general ly

satisfied requires a new technol ogy that is
substantially superior."

| guess | just was wondering if there was

sonme data that you have that would indicate if this is
peculiar to transportation and to oil because ny
understanding is that consuners are pretty fickle.

You conme out with a product that neets their needs.

They' Il junp shift and go to another product. [|'m
thinking of the introduction of a generic drug, for

exanpl e, to replace a nane brand drug, for exanpl e.

Anyway, if there's any data that you have.
MR BOMER kay, but there's a real price
advant age for the consuner there.

MR RODCERS: | see. Soit's not the --

MR BOMER And | would say it's vastly
superi or.

MR RODGERS: So it's not the technol ogy

as such. It's just a --
MR BOMER A whol e conbi nation of things

that go with the product. It could be attributes.
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MR RODERS: | see.

MR BOMER And peopl e mght even pay nore
for a superior transportation product that ran on
alternative fuel if it was, indeed, a superior

transportation product, or | would say that the

consunmer mght go to the alternative fuel if it was
cheaper and offered an advant age t here.

But wi thout sone advantage to the

consuner, you know, what's to get themexcited about
it?
MR RODGERS: kay, okay. | think | see

what you're sayi ng now.

In many ways the nodel i ng assunptions t hat
were used i ndi cate consuners woul d choose al ternative

fuel vehicles is very simlar to sone of the consuner

behavi or that nakes consuners choose, say, a nore
prem um gasol i ne, a perceived benefit even though
their vehicle may not actually need that prenm um

gasol i ne.

Thank you.
MR GROES: kay. Thanks again, M.

MR BOMNER kay. Thank you.
MR GROSS: Qur next speaker is M. Paul

Ker khoven, Anerican H ghway Users Al liance.
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MR KERKHOVEN (Good afternoon, M.

Chai r nan.
MR CGRCSS: (ood afternoon.
MR KERKHOVEN |'m Paul Kerkhoven. |'m

Manager of Environnental Affairs with the Amrerican

H ghway Users Al liance in Washington, and | appreciate
the opportunity to participate in today's hearing.

The American H ghway Wsers Alliance is a

nati onal coalition of businesses and individual s who
pronote and defend the role of notor vehicle
transportation and individual freedomof choice. The

H ghway Users, which was formed to get the farners out

of the nmud, has been serving the cause of safe and
efficient transportation for the past 60 years.

| cone to today's hearing froma slightly

different perspective. The H ghway Users support
clean air and energy security efforts. | believe that
alternative transportation fuels could be an i nportant

el ement of such a program W oppose, however,

mandati ng the use of alternative transportation fuels
and the acquisition of alternative fuel vehicles

because of the potential revenue | osses to the H ghway

Trust Fund will have a dramatic adverse inpact on our
ability to pay for badly needed hi ghway i nprovenents

and on the U S econony. W canill afford such
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| osses.

The sol e fundi ng for highway construction
and safety prograns are the proceeds of notor fuel and
ot her highway rel ated taxes and exci se taxes that

accrue to the H ghway Trust Fund. They are based on

a user pays, user benefits concept. The H ghway Trust
Fund coul d expect a significant |oss of fuel taxes as

sonme alternative fuels are not taxed, but others are

taxed at rates that are significantly | ess than the
current |evel of gasoline and diesel tax.
The regulation is the latest in the series

of assaults on the H ghway Trust Fund whose potenti al

revenue shortfalls were not considered during EPAct's
| egi sl ative deliberations.

Consi derabl e uncertainty about the future

of alternative fuel vehicles renmains, and according to
the recent El A survey, nore than 421,000 al ternative
fuel vehicles are expected to be used in 1996. Your

recent report estinates that the nunber of alternative

fuel vehicles by 2010 will be 95 mllion units or 41
percent of all vehicle sales.

A recent CRS report estimates that by 2010

there will be about 2.6 mllion alternative fue
vehi cl es mandated by EPAct. The CRS does not believe,

however, that electric vehicles will be viable, and
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according to another ElA report, by 2015 total sales

of alternative fuel vehicles will account for
approximately 1.7 mllion units or 9.7 percent of al
vehi cl e sal es in 2015.

Alittle history on the H ghway Trust

Fund. The H ghway Trust Fund was established by the
Federal H ghway Act of 1956 and the H ghway Revenue

Act of 1956 as a sel f-supporting fundi ng nechanismto

provi de needed revenues to help build and maintain the
945,000 m | e federal highway system including the
approxi mately 45,000 mle interstate hi ghway system

Since '56, only those who use the nation's

roads and bridges pay into the trust fund, and those
hi ghway user fees are spent to repair, construct, and

rehabilitate roads and bri dges.

Since 1956, the trust fund has coll ected
al nost $300 billion, and as of January 1995, has nade
avai l abl e $290 billion

Today' s hearing occurs against the

backdrop of a recent Federal H ghway Adm nistration
report showing that the nation's roads and bridges

continue to deteriorate because of serious investnment

shortfalls at all levels of governnent. Today the
federal government takes about $30 billion annual from

hi ghway users and deposits only 21 billion into the
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hi ghway account where it can be used for road and

bri dge i nprovenents.
C the remainder, three billion goes to
the mass transit account of the H ghway Trust Fund,

and six billion goes to the general fund for use in

general governnent prograns, not including hi ghnays.
The nation as a whole, including state and | ocal

gover nments, must invest an average of about $55

billion annually just to maintain current road and
bridge conditions over the next 20 years, according to
the Federal H ghway report.

However, we've only invested $35 hillion

annual ly. Unfortunately hi ghway funds continue to be
diverted to other purposes, and this inpairs our

ability to make needed road and bridge repairs. S nce

1980, federal highway user fees diverted to non-
hi ghway accounts and exenptions for special fuels have
cost the highway account of the H ghway Trust Fund

nore than $56 billion, including 30 billion

distributed to the general fund for non-hi ghway
pur poses since 1991.

The new proposal could well add to the

critical drain of highway funding and the continued
decline of our nation's transportation structure.

Qurrently there is a disparity in federa
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1 taxes on alternative fuels. For exanple, although

2 federal gasoline tax is 18.3 cents, ONGis taxed at

3 4.3 cents per gallon. These taxes go into the general
4 fund. They do not go into the H ghway Trust Fund.

5 Bl ectric vehicles pay no highway taxes at
6 all, and current policies to pronote ethanol fromcorn
7 have siphoned of f nore than $6 billion of the Federa

8 H ghway Trust Fund revenue since 1978.

9 If we as a nation expect to maintain a
10 first class highway system this drain on hi ghway
11 revenues nust stop. According to the CRS, the

12 gasol i ne di spl aced by one mllion ONG powered vehi cl es

13 inthe year 2010 is two billion gasoline equival ent

14 gal l ons, about 2,000 gal |l ons per vehicle at 24,000

15 mles per year.

16 Because the ONG does not pay any taxes
17 into the Hghway Trust Fund, the federal highway tax
18 revenues |l ost equals $140 million for every billion

19 gasol i ne equi val ent gal | ons di spl aced by ONG

20 According to your current report, with 95 nmllion
21 alternative fuel vehicles, with 17 percent of them

22 being ONG the loss to the H ghway Trust Fund by the

23 year 2010 could be $4.6 billion.
24 I've included in ny letter a letter that

25 | included in previous testinmony here from Secretary
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Pena, the U S. Transportation Secretary, to M.

WlliamD Fay, President of the Anerican H ghway
Users Alliance. Secretary Pena indicates in the
letter that the DOT is willing to work with the

Departnent of Energy to determne the effects of

proposed alternative fuel transportation prograns on
the H ghway Trust Fund revenues.

VW urge the DCE to actively pursue the

offer made by the Secretary.
For every dollar spent on constructing the
interstate system the nation as a whol e has reaped an

econonic gain of at least $6 in benefits, according to

a recent study, and that is just a beginning. There
are additional benefits, such as hi gher enpl oynent

rates and greater econom c opportunity that are sinply

beyond quantification
Every billion dollars invested in hi ghway
construction generates another 2.9 billion in

addi tional economc activity, and between 1950 and

1989, one quarter of the nation's productivity
i nprovenent was attributable to the hi ghway network.

Federal H ghway Administration data al so

indicate that every billion dollars spent on hi ghway
construction creates approxinately 42,100 jobs, new

j obs.
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If the regulation is inplemented, all

states, whether or not they have a nonattai nnment area
and all highway users will pay the price either in
hi ghway taxes, poorer quality transportation, a slower

econony, and fewer jobs. Ironically, cuts in highwnay

program funds and poorer roads will lead to nore
congestion, which could, in turn, increase pollution

ever nore, precisely the problemthat this regul ation

was supposed to correct.
Traffic congestion in the nation's ten
| argest urban areas costs notorists an estinmated $28. 6

billion annually in wasted tine and notor fuel.

Extra vehicle operating costs for
notorists to drive on sub-par roads have al so been

calculated by the Federal H ghway Adnministration. The

tests found that American notorists spent an
additional 21.5 billion in operating costs just
because they were driving on roads that were of poor

or fair condition. This is an average of $122 per

individual. Now, around the D strict you know how
they are.

In summary, this proposal wll definitely

hurt the roads and hi ghways and bridges that keep
Arerica nmoving. So long as our highway programrelies

on highway users paying the costs of road



253

N

o~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

i nprovenents, all highway users, including those

driving alternative fuel vehicles, nust pay their fair
share of the cost.

\ appreciate your attention to our

concer ns.
MR GRCES: Thank you.
MR MARDLE Real quick, as always. You
in your statenent said -- again, we're referencing the

technical report 14 or the 502(b) study --
MR KERKHOVEN  Correct.
MR MARDLE -- "DCE projects there will

be 95 mllion AVWs by the year 2010." | just want to

make a point that that was the 502(b) study, and it
was neant to eval uate the techni cal and econom c

feasibility of the ten percent and 30 percent goals,

and those projections are based on certain assunptions
regarding alternative fuel vehicle availability and
also refueling infrastructure availability.

So they don't necessarily inply a

projection by the Departnent saying there will be 95
mllion AVSs on the road by 2010, but under these

conditions, there will be this nany.

Now, as M. Bower just mentioned, he had
some problens with sone of our assunptions there, and

We' re goi ng back and | ooki ng at those assunptions and
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going to look at the cost, but, again, that's not a

projection, although you did cite EEA's. That's nore
of a projection that --
MR KERKHOVEN And | cited CRS al so.

MR MARDLE R ght, exactly, but | just

wanted to get back to the point that we're not really
-- the Departnent per se is not projecting 95 nmillion.

Just under those --

MR KERKHOVEN But even at the | ower
estimate fromyour study, that's five mllion on the
basel ine scenario. That is twice as high as the CRS

and the --

MR MARDLE You nean the El A projection
relative to --

MR KERKHOVEN Under your Study 14.

MR MARDLE The technical report.
MR KERKHOVEN Technical report 14,
correct. The baseline level there is five mllion

vehi cl es.

2

MARDLE R ght.

2

KERKHOVEN Wiich is twice as high

MR MARDLE: | believe that was based on
the EPAct fleet requirenents --

MR KERKHOVEN R ght.
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1 MR MARDLE -- and also it may have

2 integrated -- I'mnot sure -- but it may have

3 integrated in the California programas well.

4 But anyway, |et ne ask you one other

5 question regarding -- so | guess your group is

6 advocating equal tax treatnent --

7 MR KERKHOVEN  Correct.

8 MR MARDLE -- for all and everybody

9 pays?

10 MR KERKHOVEN Correct.

11 MR MARDLE Is that --

12 MR KERKHOVEN And everybody pays.

13 Et hanol subsi di es shoul d go away, and next year, you
14 know, we have a new highway bill coming up. There's
15 a wonderful opportunity to participate in that

16 program including the taxation issues.

17 MR MARDLE Ckay. Thank you.

18 MR RODGERS: | just had a quick question.
19 You were tal king about the anount of funding that goes
20 into the Hghway Trust Fund and the anount that comnes
21 out.

22 MR KERKHOVEN Correct.

23 MR RODGERS: Your data seens to indicate

24 that actually the H ghway Trust Fund gi ves away noney

25 to the federal governnment for purposes other than
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highways. Did | read that correctly?

MR KERKHOVEN R ght.
MR RODGERS: Ckay. That's different than
what | had heard fromother sources or read, and |

guess | would just be interested in sone data because

| thought that the general fund with the road projects
and building bridges, et cetera, actually that nore

was spent by the federal governnent on hi ghway and

rel ated spending than cane into the trust fund.
MR KERKHOVEN Wl l, of course, | wll
answer your questions, but that's why we had the whol e

vote last year in the Congress on taking the H ghway

Trust Funds off budget so that there would definitely
be accountability on that part of it.

MR RCDGERS: Thank you.

MR KERKHOVEN Thank you very much.
MR GROSS: Thank you, M. Kerkhoven.
Qur next speaker is M. Frederick HIller.

MR HLLER Thank you.

Frederick Hller fromArlington County.
I'"'mthe fleet manager and Division Chief for all of

our vehicles. M fleet is roughly 870 vehicles, and

I refuel another 200 vehicles for the School Board.
I'ma relatively small fleet when we talk

about the larger fleets in the area, but we do
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represent a $27 nillion investnment in that fleet.

| have a repl acenment value of ny fleet
each year that is an appropriated fund that affects
the taxes to our citizens in Arlington, and any

increase that | have affects the rate that they're

goi ng to be payi ng.
Qurrently for FY '98, we have a $3 mllion

repl acenent value for our fleet. That reflects 119

vehi cl es, of which of that several are Police
Departnent vehicles that are exenpt fromthe alternate
fuels, but that | eaves ne between the rock and the

hard pl ace

And on behalf of Arlington County, | would
like to thank the Departnent of Energy for allow ng nme

to express ny concerns regardi ng the nandates of

private and | ocal governnent fleets to purchase
alternatively fuel ed vehicl es.
Arlington County supports the increased

use of alternate fuels as a neans to reduce our

dependence on foreign oil, as well as to protect our
environnment. However, in light of the fisca

constraints inposed on | ocal governnents, the decision

to purchase alternate fuel vehicles inposed on | ocal
governnments is a decision that nust be a sound

busi ness deci sion, not a nandate by Department of
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Ener gy.

Arlington County is currently using one
alternate fuel as a conpressed natural gas, and with
the help of DCE and a grant plans to expand t he AVF

programto include propane and el ectrically fuel ed

vehi cl es.
However, without the grant assistance, the

cost of converting and purchasing the CEMvehicles is

t oo expensive to nmake a sound busi ness deci sion
Arlington is working closely with other
muni ci palities, the Washington fleet admnistrators,

the Council of Governnents, the D strict of Col unbia,

the National Association of Fleet Admnistrators, and
the private sector, to hel p develop the refueling

i nf rastructure.

Unfortunately this infrastructure, a
primary conponent of the equation, is not in place and
nost likely will not be in place by 1999. Even though

we have a ONGrefueling site, it's at the south end of

the county. W're only 27 square mles, but it stil
is an inconveni ence for fleets with our vehicles that

only have a five gallon capacity for conpressed

natural gas to nake it down to the south end of the
county when they're operating up in the north side of

the county.
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In addition, the initial increased

expenses of alternatively fuel ed vehicles, the cost of
conpressed natural gas refueling site between a
quarter of a mllion and a nmllion dollars, and other

financial concerns is lacking in the narketpl ace for

our vehicles, and when it cones tine for disposal
severely reduces our sal vage val ue substantial ly.

These expenses are not conpatible with the

limted resources available to | ocal governments and
the private fleets. The original equipnent
manufacturers are working in the right direction, but

currently their production quantities are too | ow and

their price tags too high for either |ocal governnents
or private fleets to nake the purchase of an AVF a

sound econom ¢ deci si on

Once again, we're faced with Ford Mot or
Conpany having the only alternatively fuel ed vehicle
that's a dedicated vehicle, as the Gown Victoria. W

really can't have our one-nman vehicl es or one-person

vehicles, let me say, operating as our inspectors in
a Gow Victoria. So we have to use an administrative

vehicle that's | ess than that.

That brings us down to the Ford Cont our
which is a bi-fuel vehicle, and we've purchased five

of themand bringing themin, but once again, we have
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to bring theminto our shop and add our neters on them

so we can |l ook at how nmany hours are we operating on
the conpressed natural gas, the alternative fuel, and
how many hours are we operating on regul ar gasoline.

Arlington County, along with other |ocal

municipalities, is not ready to endorse the Depart nent
of Energy's proposed nandates, but we recommend and

encourage DCE to continue the incentive program

Arlington County could not have initiated an
alternative fuel vehicle denonstration programwi thout
a DCE grant and the hel p of Washi ngt on Gas.

¢ support the relaxation of sone of the

adm ni strative strings attached to the grant program
to sinplify the reporting the requirenents whi ch have

becone a real nightnmare to conply with. Cnhce again,

the daily trip ticket, it's gone by the wayside, and
we woul d rather use something else that we have in the
systemthat can bring an autonated refueling

i nformati on on board and produce that on a nonthly

basis rather than a daily trip ticket.
Ve invite you to visit our fleet, and once

again, | would like to thank you for hearing our

concer ns.
Do you have any questions?

MR GRCES: Thank you.
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V'l go this way first.

LEWS: No.
KATZ: Yes.

GRCsS: Al right.

2 2 3

KATZ: (ne comment, then a question.

M. Hller and | share something in comon
besides the fact that we wear gl asses and we're white

men. W also had our pictures in Uility Fleet

Managenent. So | can give you a signed copy if you
w sh.
(Laughter.)

MR KATZ: But the real question is you

nmentioned the Contours that operate on CNG Are they
in service now?

MR HLLER No, they're expected any day.

MR KATZ: Ckay.
MR HLLER As a nmatter of fact, they've
been produced and built, but they haven't been

delivered yet.

MR KATZ: kay, and you will meter how
much of the tine they operate on CONG and how nuch of

the time they operate on gasoline?

MR HLLER I'mgoing to have to install
two-hour meters, one that will operate when it's in

the gasoline fuel and one when it's in the gaseous
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1 fuel, ONG

2 MR KATZ: kay. |Is it possible at sonme
3 point intine to get that information?

4 MR HLLER Ch, absolutely.

5 MR KATZ: That would be really

6 interesting to know how a | ocal fleet -- how nuch of
7 the time is being spent, given your constraints with
8 the station being at the southern end of the county.
9 MR HLLER I'mcurrently driving one of
10 those Ford O own Victorias, but we have converted it
11 to run on gasoline and conpressed natural gas. The
12 two tanks that take up the major portion of the trunk
13 give nme about 100 mles of operation, and | hope that
14 the Contours, being a snaller engine and operation,
15 will be able to give us about 50 to 60 mles of

16 operation. VW'Il see howit works out.

17 But on all of our vehicles, we have the
18 hour meters so that of the 28 vehicles that we have in
19 the fleet that are operating on conpressed natural

20 gas, we'll be able to give you that infornation.

21 MR KATZ: Qeat. That would be very

22 hel pful to know how a county fleet is operating.

23 Thank you.

24 MR HLLER W just need your grants to

25 keep coning.
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(Laughter.)

MR RODGERS: Thank you for your conment.
| know the State of Virginia has
| egi slation on the books, Representative Pete Geeson

| guess, for clean fuel vehicles, and | just wondered

if you had sone tine -- don't go to too rmuch trouble
-- but to submt sone witten comments on whet her

those incentives in the state programare hel pi ng your

| ocal county governnent buy alternative fuel vehicles.
MR HLLER If I'"'mgot ny head screwed on
right, | think he's calling for inthat -- it's a

dedi cated vehicle for the clean fuel fleet vehicle

program and currently |I only have five vehicles that
meet the criteria of a dedicated vehicle, and now t hat

Chrysler is no longer producing their van that's

dedi cated, |'mback caught between the A ean Ar Act
and the Energy Policy Act. If | neet one, | don't
nmeet the other.

MR RODGERS: (nh that note, |'msorry. |

couldn't let that pass. |'mnot aware of any
alternative fuel that neets the AQean Ar Act

requi renent that doesn't al so neet the Energy Policy

Act requirerment, and | would love to knowif there is
such a thing.

MR HLLER It's required dedicated, and
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right nowwth the infrastructure we're on bi-fuel

rat her than dedicated, so that | only have five
vehicles that meet the criteria at the present tine.
MR RODGERS: So an EPAct vehicle mght

not neet the Aean Air Act requirenents.

MR HLLER That's correct.
MR RODGERS: kay, okay.

MR HLLER W were tal king about fuel,

the cost of fuel. | operate on the high price spread
of gasoline because it does not -- well, let ne put it
this way. It gives ny fleet the ability once we

service the vehicle under preventative nai nt enance

service -- | don't see it again for another fuel
related problem and it spans all of the vehicles,

fromthe nmotorcycles on up through the big gasoline

engines that we're running and ned. units and that
type of thing.
So that |'mspending 71 cents a gallon for

high test gasoline. | amspending 63 cents a gallon

for diesel fuel at the present tinme, and |I' m spendi ng
62 cents for conpressed natural gas, and the quoted

price for the LPGif we get our site brought on line

will be 72.8 cents a gallon.
MR GRCBS:  Paul .

MR MARDLE | have one real quick
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question. | guess it's a dunb question on ny part.

Those meters you have to nonitor whether it's on ONG
or gasoline --
MR HLLER O gasoline.

MR MARDLE: -- are these neters that are

attached to the engine or are they cl ocks?
MR HLLER They're cl ocks.

MR MARDLE They are cl ocks?

MR HLLER They're an hour rmeter.
They' re under the hood.
MR MARDLE Ckay. So they don't neasure

the fuel usage, just the tinme?

MR HLLER No, the tine that it's
operati ng.

MR MARDLE kay.

MR HLLER | haven't found any gauge
that will meter the fuel to give us good, realistic
information. So | found that it was best to let's

just use tine, and we'll equate that to how we're

running. W can't break down the odometer to say when
it's running on gasoline and when it's running on the

alternate fuel. Sotine is the only thing that we

have that we can equate.
MR MARDLE Ckay. Thank you.

MR GRS M. HIller, thanks for joining
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1 us.

2 MR HLLER Yes, sir.

3 MR GROES: Next up is M. Douglas Howel |
4 of the Environnental and Energy Study Institute.

5 MR HOMELL: Thank you very much for the

6 opportunity to be here today.
7 | amrepresenting the Environmental and

8 Energy Study Institute. Ve are a nonprofit here in

9 D.C, and we focus on pronoting environmental |y

10 sust ai nabl e communi ti es.

11 In the transportation world, our work
12 i ncl udes both | ooki ng at transportati on systens and

13 the vehicle itself. CQver the past year, EESI has been

14 conducting research and anal ysis of state and | oca
15 governnment incentive prograns that pronote the use of
16 clean and efficient vehicles.

17 ¢ began our work with the intention of
18 under st andi ng whi ch current programs work best and

19 why. Utinmately we seek to identify the nost

20 effective incentive prograns and see where they can be
21 nost applicable at the local, state, and ultinmately at
22 the national |evel

23 Most of our work as a result has focused
24 on alternative fuel prograns, AVF prograns. As you

25 know, they nake up the najority of the work bei ng done
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on clean vehicles across the country. Wile our work

has focused on incentive programs, we have |l earned a
great deal about mandates, in particular about the
vehi cl e purchase nmandat es whi ch are the subject of

t oday' s heari ng.

V% conducted nore than 100 short and | ong
surveys with state and local |evel officials,

i ntendi ng to uncover whi ch incentives are nost

effective in getting out clean and efficient vehicles
on the road. W surveyed and interviewed AVF program
adm ni strators whose job it is to inplenent federal

state, and local prograns. W have |earned a great

deal fromthese officials who are on the front |ine of
trying to make alternative fuels a reality.

V' || share just some of our prelinmnary

findings. V& hope to have for you a full report
before the end of the comment period. At that time we
can lay out all of our findings.

What we find initially fromthe three

results I'd like to talk about today is that we've
gotten validation of sone beliefs and assunptions that

have been hanging out there, and those three points

are as foll ows.
First and forenost, what we find when we

talk to state and local officials that are actually
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inpl enenting the AVF prograns, it is their belief

alnmost uniformy that the nandates are essential for
getting AVFs on the road. They believe that
i ncentives al one woul d not be as successful as

mandates, in particular, the vehicle purchase nmandat es

outlined in EPAct, the Energy Policy Act of '92.
AVF admnistrators often report that they

encounter resistance in the fromof foot-dragging to

state and federal purchase requirenents. State agency
fuel providers, others often doubt AVF purchasing
requirenents will, in fact, take effect, and as a

result, the delay in AVF purchases happen in their

efforts to fulfill the requirenents
This brings us to a particular question

that 1'd like to address to you. |'mnot going to be

looking directly here at what's before you now
Wien you have a del ay of a rul enaki ng,
when there's a sense that some of the rules are going

to be del ayed or pushed back, what all of these AW

programadm ni strators across the country are telling
us is that has an extrene chilling effect on their

ability to inplenment EPAct. So your actions today and

tomorrow in looking at the current rule will have a
very, very great inpact on their ability to not only

inplenent the particular rules in front of them but
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the current rules they are already dealing with.

That really underscores the inportance of
federal |eadership, and that really cones fromyou
first and on up.

| want to repeat this first point about

the necessity of nmandates because if | was to say one
thing that you were to |l eave with today, it would be

this first point.

Those people trying to make AVFs real in
the world froma governnent perspective believe the
mandat es are necessary. This is a very clear

i ndi cati on fromour research.

The second point |'d like to gointois
the whol e issue of noney. State and |ocal prograns

use a lot of federal noney. |In fact, at this point in

our prelimnary evidence that we're seeing fromour
research, it nay nake up the nmajority of noney spent
on state and possibly local prograns as well.

As you know, a lot of it comes fromthe

oi | overcharge nonies fromthe petrol eumviol ati on
escrow account. A lot of this noney is running | ow,

in sone cases running out, and what we find that's

nost i nportant about our research is not just that
it's the federal noney, but there are no plans to

replace this noney when and if it runs out.
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What are we going to do? So what wil

happen when the federal noney runs out? Well, first
of all, we think that EPAct will becone very clearly
an unfunded mandate. Qurrently we don't believe or

think that it needs very clear reviewif, in fact,

EPAct is an unfunded mandate, given the great anount
of federal funds currently being used to inpl enent the

progr ans.

If it does, if we don't have future
federal sources of noney and states are then stuck
with footing the full bill, it will become probably a

pri me exanpl e of an unfunded nandat e.

Second, we believe that when and if the
federal nmoney runs out there'll be nore reasons to put

drag on conpl i ance.

And, third, we believe that there'll be
many delays in trying to inpl enent the requirenents of
EPAct and in sone cases some of the prograns wil

becone nonexi st ent.

Ve believe it is critical for you to
devel op and find a stable source of revenues for state

and local AVF prograns. Fromour view that source of

funds to continue funding in the event that the oi
overcharge noni es run out woul d be going to where the

source of the problemcones from and in our view
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that's oil.

Yes, we know it is extrenely politically
difficult to get additional revenues in terns of user
fees or leverages on oil, but it is the source of the

problem Polls show that the public generally support

the concept of the polluter pays. In this case oil is
the source of both criteria pollutants, which are not

even included as part of your goals, but also

greenhouse gases, as well as the multi-billion dollar
trade deficit and national security risks invol ved.
Fromour viewit's wholly appropriate that

oil be seen as the source of future revenues when that

time arises.
e bright spot in the area of federal

funding is the whol e new program under the I|nternodal

Surface Transportation Efficiency Act. That's the
programcal | ed OMAQ the Congestion Mtigation and A r
Quality Program OMAQ provides one billion per year

fromthe H ghway Trust Fund for congestion nitigation

and clean air projects.
In the first four fiscal years of OMAQ

nore than $300 mllion have been spent on AVF prograns

across the country. Now over 27 states have been abl e
to use QVAQ noney.

Sone states use OMAQ funds to hel p them
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nmeet EPAct vehicl e purchase requirenents, and

interestingly, what we find fromreports fromDOT is
that when they ook at the OMAQ funds and they're
looking at criteria pollutant benefit per dollar,

t hose programs, those CMAQ funds being used for AVF

projects are near the top.
So it's been a very successful program

I'dlike totalk alittle bit now and deter from

what's in front of you to talk about incentives. |
didn't think | could get away fromhere sayi ng t hat
we're studying incentives and you al ways ask, "Well,

what are they?"

CMAQ at this point nay be the best nodel.

It gives a general goal: met your SIP requirenents --
excuse nme -- your state inplenentation plan
requirenents. It isn't overly prescriptive. Wat we

find with the IC&T program CMAQ has the great est

diversity of projects being used to fulfill that
general goal. So it provides diversity. It's a
stabl e source of funding. It's created consensus not

uniformy, but with nost of the alternative fuel

providers and industries that are out there trying to

hel p make the AVFs real in the world.
So we think that's a pretty good nodel .

Another nodel |1'd like to nmention is a new one bei ng
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started up in Massachusetts, a proposal now, and when

we're tal king about incentives, we're really talking
about cost differential of vehicle purchase at this
poi nt .

Cf course, we've got infrastructure issues

that nmust be addressed, but when you're tal ki ng about
looking at cost differential, what they' re doing in

Massachusetts, we al ways think about the cost between

purchase price. Well, they've now incorporated as
increnental costs, costs of maintenance and training
because those they see as related to incrementa

costs.

That's a very good nodel for us in that it
takes a broader view of what it really neans to | evel

the playing field.

I'd like to take another quick note to
tal k about state incentives. Again, if we're talking
about state incentives, we're really | ooking at trying

to equalize out the purchasing price for current cost

differential. The major prograns we see, especially
at the state level, cone in three basic formns.

You have | oan prograns. You have natching

funds where they're going to match the cost of the
differential, or you have straight out grants.

At least prelimnarily, and it seens
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rather obvious, grants are really the nost effective

interns of getting AVFs out there. The |oan prograns
that we see anongst the states are noving kind of
slowy, and sone of the grant prograns that are doing

a direct buy-down of the cost differential have really

been the nost effective fromour point of view
M/ third and final point is something you

know well: very little tracking of alternative fuels.

Many states and | ocal governments do not know how much
alternative fuel is actually being used by their
alternative fuel vehicles. Because there are no fuel

requirenents in terns of tracking specifically, few

governnments have really instituted systens which allow
themto understand whether their AVF prograns are

actual ly producing the ultinate result, and that is

not just getting AVFs on the road, but getting
alternative fuel used.
Sone states have general ideas about the

quantity of fuels, but they can't necessarily identify

it totheir particular AVFs that they' re getting on
the road. This problemis conpounded with all of the

dual fuel vehicles out there, which nake up the

majority of vehicles in that the tracki ng becores
extrenely difficult.

EPAct has nade sone very inportant strides
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1 in beginning to nake AVFs real in the world. For us

N

the logical next step is to |look at systens that

3 actually insure we're not just getting vehicles out

4 there, but fuels are being used.

5 V¢ woul d recommend that DCE do a very

6 close analysis of all the state prograns out there in
7 terms of who is actually doing tracking of systens.

8 There are some good exanpl es out there. If you were

9 to take the best states that provide tracking of

10 actual fuel being used fromtheir vehicles, those

11 coul d serve as very good nodels for other states and

12 ultimately get us to the result that we want:

13 alternative fuel s being used.

14 One ot her comment about the fuel use. W
15 find that states that either have a coordinated

16 vehi cl e purchase nmanager for all state agencies or

17 that designate a coordinator for different state

18 agencies really have the easiest tine in terns of

19 doi ng i npl enent ati on

20 Just as they have an easier tine with

21 i npl enent ati on of vehicl e purchase programs, we

22 believe that would | ead to better tracki ng of actua

23 fuel use. So we would encourage DCE to work with

24 states in nmaking sure that they're coordinating to the

25 maxi num extent possible all vehicle activities
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happeni ng within their state agenci es.

That's it for now | do want to
underscore that very first point that | nmade, and |
really think it is for us the biggest point that we

can nake today.

Those peopl e out there in the governnents
at the state and local level trying to nake their

prograns real, what we've seen in the responses to our

interviews is that the vast najority of those believe
that the mandates are necessary to continue progress
wi th AVF pur chase.

Thank you.

MR GRGES: (O that point, how do you
square the comrents that have been nade as a result of

the surveys or survey results about nandates with the

opi ni ons, the preponderance of opinion that we've
gotten today fromthe speakers with respect to
mandat es and statenents that there is not a |inkage

bet ween success and nandat es?

MR HOMELL: Yeah, | find them

interesting. D ane Shea, who |'ve had the opportunity

to work with over the years who works for NACO -- in
fact, before | came up here to speak, | don't know i f
she's still here, but | wanted to | et D ane know t hat

on a rare occasion we're actually at odds today.
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And what | find out that is that because

that takes us into the political context, if states
see that they're going to absorb the cost related to
a nandate even though the najority of state incentive

prograns are currently bei ng funded by federa

prograns, they don't want to deal with a mandate. For
themthat means nore costs, and state budgets are so

tight it becomes nore of a politicized issue.

| don't think they're necessarily
responding to the reality of what's out there in terns
of it being an unfunded nandate or not actually

stinmulating the purchasing of AVFs or interfering with

voluntary prograns. | think they're alnost, in fact,
reacting to the fear of thembeing hit with a cost

when they're not.

That for me underscores the need for DCE
to think about are you guys going to continue to be
the source of funding for AVF prograns at the state

and local level. You do alot of it now Wat's your

role in the future?
And if you are, our view, of course, is go

to the source of the problem That's oil. | know

it's difficult, but it does seemto be a |ogica
choice, and that's polls generally represent, the

concept of polluter pays.
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MR GROES: Qher questions?

MR RODGERS: Thank you, Doug.
| did have one question related to ICE-T
and CMMQ R ght now the OMAQ program | nean, from

the abbreviation, congestion mtigation and air

quality -- well, the energy efficiency, alternative
fuels, energy security is not even in the title of the

program Yet we've | earned that that program al one

has counted for a significant anount of funding for
alternative fuels.
And ny question is: since the bill is up

for reauthorization, is there anything that woul d

prevent the Congress from addi ng energy security
conponents to that bill that woul d, as you say,

provide a long-termsource of funding for alternative

fuel programs?
MR HOMELL: There certainly is an
opportunity to -- | don't knowif you want to

legislatively add it as a requirenent. Qur concern is

that the QVAQ programis being under attack because
sonme see it as a diversion fromthe H ghway Trust

Fund.

Vell, | actually want to build up to this
comment to say | appreciate the opportunity to follow

M. Kerkhoven fromthe H ghway Users. | don't know i f
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he's still here. Hello. He is.

Qur organi zations and the ones we're
affiliated with seemto foll ow each other around town
saying different things all the tine. So now |'mup

here and so | get to respond.

The idea that hi ghway users pay and
benefit, well, they also use the air. They also

create energy security risks. So you pay.

CMMQis the first tine that we're seeing
noney going into the H ghway Trust Fund paying for
sonme of those costs that are never incorporated in a

nodel of user pay. For that reason al one, we think

CMMQ is incredibly inportant.
Because it is such a political foothall at

this point, we are very concerned about trying to

change how CMAQ is used. Let's just say let's get it
reauthorized. It's serving all those goals. The best
thing that could be done is to underscore to nenbers

of Congress on the HII howinportant QVAQis in

achieving all these other goals.
EPAct, for that matter -- no only does

CMAQ serve criteria pollutants, but al so serving

energy goal s and greenhouse gas goal s, but EPAct was
focused on energy security, national econony, and

greenhouse gas reduction. It also has a very good
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inpact on criteria pollutants.

That brings me to another point. W' re
now very concerned about the public health standard of
particulate natter. Ve're learning that there may be

as nmany as 60,000 prenature deaths per year from

particul ates alone. The najority of that concern is
focused on fossil fuel. About a third of that can be

attributed to oil.

As these standards get tightened and as
t hey shoul d because there's a very big public health
concern, the work that you're doing with EPAct and

this rul emaki ng can al so hel p achi eve that public

health goal. It reinforces the inportance of the
requirenent.

MR MARDLE (ne real quick question. In

regard to your survey, | noticed you used the term AVF
admnistrators. 1Is it correct that you were speaking
to people that already had AVFs in their fleet already

or just all fleet adnmnistrators?

MR HOMELL: No. Wat we're talking to is
governnent officials that inplenent the state and

local and federal prograns intended to pronmote or, in

fact, nore often than not nmandate the purchase of
alternative fuel vehicles. So we're tal ki ng about

governnent officials who are responsible for



281

N

o~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

over seei ng prograns.

And it's their view-- a lot of these
officials have had incentive prograns. |'d like to
say sonet hing about their view on incentives.

\ support incentives. W think it's a

great idea. The work being done by Qean Gties is a
great idea, but we don't think the work of d ean

CGties is going to be able to thrive as much as it has

i f EPAct goes away, and we don't believe that
voluntary or other incentive prograns will thrive if
EPAct goes away.

It really underscores the inportance of

howit's not a silver bullet. You ve got to do many
approaches, and nmandates are a very, very inportant

part of that.

MR MARDLE Ckay. So the people you
were speaking to were state officials?
MR HOMNELL: R ght.

MR MARDLE Inpl enenting AVF prograns --

MR HOMNELL: Correct.

MR MARDLE -- versus other people that
are --

MR HOMELL: Fleet nanagers.

MR MARDLE: -- |like NAFA for instance?

MR HOMNELL: Correct.
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MR MARDLE Ckay. | was just trying to

get that straight.
MR HOMELL: Really.
MR MARDLE Thank you.

MR KATZ: | have a question.

MR GRS Al right.
MR KATZ: You brought up an interesting

aspect as far as howto continue to get noney to the

states for these prograns, and |'mnot going to
comment on getting noney fromthe oil conpanies,
but --

MR HOMELL: ood | uck.

MR KATZ: No, |'mnot going to comrent on
that. That's your own --

MR HOMLL: R ght.

MR KATZ: | have no comment on that right
nNow.
Wul d you recommend sone sort of a tax

check-of f programso that when you send in your taxes,

if you want to give X nunber of dollars to fund the
national alternative fuels program is that sonething

you think woul d work?

MR HOMELL: | don't know | would
recoomend a multiplicity of approaches. | would say,

yes, try it.
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There is no silver bullet. There really

isn't, and so | would say, yes, let's try that. Yes,
let's | everage nore hi ghway user fees so that we can
pay for the probl ens bei ng caused by hi ghway users.

Let's do a variety of problens. Let's do nandates.

Let's do incentives, but we've got to keep many fronts

goi ng.

Those program adm ni strators that have the

nost experience fromour viewin terns of the ones
we're interviewing, they agree that you' ve got to try
many, nmany fronts to achi eving energy diversity,

alternative fuel vehicles, alternative fuel use on the

r oad.
So if you want to do a check-off, | think

that could be a very good approach. It certainly is

worth trying. Ve've got to try a |lot of approaches.
MR KATZ: Thank you.

MR GROSS: Thank you very much, M.

Howel | .
Qur next speaker is M. Steven Cain.
MR CAIN ood afternoon. M nare is
Steven Cain. |'mPresident of PAF Fueling Systens,

Incorporated, a privately held Del anare based
corporation. The principal owers are Steven Chain,

Carol Mahoney and two minority stockhol ders.
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PAF is involved in establishing

alternative fuel infrastructure in the Northeast,
primarily the Phil adel phia area. PAF is also a nmenber
of the Greater Philadel phia Aean Gties Programand

the Delanare O ean Cties Program

Al though PAF has consi dered ot her
alternative fuels, it has concentrated on conpressed

natural gas or CNG Therefore, our experiences and

observations are based prinarily on this alternative
fuel .
PAF currently has two public access ONG

fueling facilities in operation in the Gty of

Phi | adel phia. | mght note here for sone who have
expressed concern over the infrastructure that we can

currently fuel every single alternative fuel ed ONG

vehicle in the Gty of Philadel phia with those two
stations. They are also available to the city 24
hours a day, card operat ed.

These facilities are designed for and

dedicated to CNG They are not a service station add-
on. The only other public ONGfacility in

Phi | adel phia is an addition to an existing gasoline-

di esel fuel station.
This station preceded PAF and was for a

time the only facility in the city. PEQCO Energy had
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devel oped eight CNG fueling station in the surroundi ng

counties outside the Gty of Philadel phia. However,
these are | ocated on PECO sites without public access,
being the prinary consideration for |ocations.

Because only one station offered CNG in

the Aty of Philadel phia, fleet operators were
reluctant to dedicate their vehicles to CNG as there

was no back-up if the single station should have

problens. The Gty of Phil adel phia does have
dedi cated vehi cl es, and these vehicles were idled if
that single station was down for repairs or

mai nt enance.

Wth no alternative source of CNGin the
city, nost vehicles were converted or purchased as bi -

fuel and used gasoline as a back-up fuel, a common

practice with governnent fleets, for exanple, the Post
Cfice and GSA
A maj or drawback to the bi-fuel vehicle

installation with gasoline as a back-up is that the

two fuels conpete for on-board storage space. Because
CNG is a gas and requires bul ky, high pressure

storage, either the storage is linted or considerable

vehi cl e space is used. The general result is linmted
CNG storage, thus linited range on the alternative

fuel, and ultimately |ower usage of the ONG fuel.
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But with alimted infrastructure the

fleet operators were reluctant to dedicate their
vehicles to an alternative fuel. Wen the PAF
stations went into operation, nore fleets showed an

interest in converting their fleets to run on CNG

The Gty of Philadel phia converted nore vehicles. GSA
ordered and has recei ved vehicl es. Phil adel phia Gas

Wrks has indicated that they will order a m ni num of

75 dedi cated service vans for the nodel year 1997, and
SEPTA, which is Southeast Pennsylvania Transit
Authority, is to put vehicles into operation.

A maj or reason for the infrastructure, or

is the infrastructure: the availability of back-up
fueling if one station is inoperative for any reason

To date the mandates have applied to

governnment fleets and to fuel providers usually in the
formof public utilities. Now you are considering the
rules for private fleets.

The government fleets have been given

noni es via several governnent programs. The private
fl eets have not had access to these prograns and

usual Iy nust bear the cost thenselves. Tax incentives

have eased the burden sone, but out-of -pocket outlays
can be substantial .

The sane applies to the infrastructure, a
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vital component in the alterative fuels program

PAF has found that as a private entity, we
do not qualify for the sane public assistance that the
public sector receives. Private financing is very

difficult for several reasons. Aternative fuel is

newto nost lending institutions, and traditiona
banks are reluctant to | oan noney to a new i ndustry or

for equipment that they do not understand. Because of

the chi cken and egg scenario, both vehicles and
infrastructure are required, and the risk of
reasonable return in a reasonable tine is often

unacceptable to traditional |lending institutions.

In the infrastructure, the natural gas
conpressi on storage and di spensi ng equi pnent is very

expensi ve, and payback is a | onger termthan

traditional industries. Initial usage is often very
di sappointing, and the cash flowis substantially |ess
than needed to defray capital costs.

Even gover nnent agenci es, such as the SBA

do not understand the industry and are reluctant to
underwite alternative fuel projects or any project

dependent upon governnent regul ati ons or nandat es.

Mandat es and/ or gover nnent fundi ng
prograns of fer no assistance in securing funding for

financing since nost lenders put little credence in



288

N

o~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

gover nnent per f or nance.

Sone states have designed prograns to
encourage AVFs and t he devel opnent of the
infrastructure. As with nost well intentioned

government prograns, both state and federal, we have

found the paper work to be onerous and the bureaucracy
and politics often affect the process.

Even when qualified for funding, the

actual receipt of the approved funding is often not
timely. For incentive and/or grant-|oan prograns to
be effective, they nust be sinple, straightforward,

and tinely.

As an aside here, could you pl ease put any
of these prograns on a conputer disk. The paper work

can be outrageous on occasi on.

The programs nust al so accuratel y address
the incremental and ancillary costs to the fleets,
fuel providers and those building the infrastructure.

Qccasionally for the programto be

successful in the private sector or additionally, CEMs
must be encouraged possibly in the formof nmandates to

devel op and produce vehicl es and/ or engi nes that

operate on alternative fuels. CEMs nust be encouraged
to provide tinmely delivery and to stop nodifying

engine famlies so the devel oped conversion kits no
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| onger operate, and to provide information to

conversion kit devel opers.
CEMs have the capability of offering a
variety of viable AVFs for the narket use now, but are

not doing so and are under no nandates by the

governnment to do so. Fleets are under a nandate to
use AVFs, but the CEMs are not required to produce

them This seens contradictory and contrary to the

spirit of EPAct.
The current strategy of DCE is to nandate
that a percentage of fleet vehicles run on alternative

fuel. It is our experience that a nunber of fleets

have converted the required nunber of vehicles, but
the vehicles are not consistently operated on the

alternative fuels. The vehicles are often bi-fuel and

run on gasoline instead of the designated alternative
fuel. In sone instances, the alternative fuel is used
an average of as little as five percent of the tine

and we' ve heard sone here today that say that their

vehi cl es have never run on the alternative fuel they
wer e designed for.

It is our suggestion, therefore, that the

fleets that meet the criteria for alternative fuels be
required to nake an alternative fuel purchase in

percent ages set for EPAct guidelines rather than a set
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vehi cl e conversion percentage. This will allow them

to convert any of their vehicles they feel best suited
to the alternative fuel usage, and if the fleets are
required to purchase fuel rather than vehicles, we

feel the usage woul d increase.

Sone have suggested that DCE form
partnership and working relations with | arge oi

conpani es to encourage alternative fuel use. However,

because of the huge investnent in refineries, many of
t hese conpani es are hesitant to produce or pronote
alternative fuels that are in conpetition with their

refined petrol eum products.

EPAct is an act, quote, "to reduce the
nation's dependence on inported oil, to provide for

the energy security of the nation." By encouraging

oi | conpanies to offer discounts on petrol eum products
to alternative fuel users if they purchase both
alternative and petroleumfuels fromthe conpany is,

in our opinion, contrary to EPAct and discrimnatory

to conpani es not associated w th refining conpanies.
PAF woul d encourage DCE to support equally

all conpanies willing to develop an infrastructure of

alternative fueling stations and to nake nonies,
grants, or lowinterest |oans available to private

conpani es, as well as to other governnent agenci es,
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1 whet her state, federal, or |ocal

2 PAF views alternative fuels as beneficial
3 to the country both for foreign fuel dependence and

4 envi ronnmental issues. However, PAF is disappointed

5 that the governmental agencies responsible for the

6 i npl enent ati on of EPAct have been unabl e to produce

7 rules regarding the use of alternative fuels in a

8 timely manner, thus both confusing the public and

9 reducing the private fleet incentive to view EPAct

10 seriously.

11 PAF feels that the alternative fue

12 program i npl enent ati on woul d have progressed nore

13 rapidly and positively had the rules and regul ati ons
14 been promulgated in a tinely manner, including the

15 rules currently bei ng consi dered.

16 Wiile citizens will be sanctioned for a
17 failure to conply with the rules, we see no sancti ons
18 on governnment for failure to produce the rules in a
19 tinmely manner.
20 It is the intention of PAF Fueling Systens
21 to continue working on an infrastructure for
22 alternative fuels. PAF is a private conpany and woul d
23 appreciate nore tinely and substantial help fromthe
24 governnment that has nandated a public conpliance with

25 EPAct .
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Thank you.

MR GRGES: Thank you.
Quest i on?
MR MARDLE Yes. | noticed in your

openi ng you said that PAF has two public access ONG

fueling facilities in Philadel phia and that they're
designed for and dedicated to ONG |Is there a reason

you went that route rather than trying to be an add-on

to an existing station?
MR CAIN The one existing add-on is
behind the existing station. |It's difficult to get

it, and it is not advertised whatsoever. It is, |

guess, al nobst nonexistent. It gets very little care
fromthe oil conpany that put it there, and it is not

what we consider an asset to the alternative fuel

industry. It's nore like an afterthought, and it's
not given the publicity that woul d encourage.
In fact, the station lists all of its fuel

prices, the diesel price, and conpletely ignores the

alternative fuel that is avail abl e there al so.
MR MARDLE Aso, in terns of your

location, did you | ocate these stations to be near

fleets, to be --
MR CAIN Al stations are on |and that

is leased fromthe public utility, Philadel phia Gas
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Wrks. One of themis two blocks fromtheir

headquarters and services their fleet of 50 vehicles,
of which about 12 of themnaximumdaily use it. They
have vehicles that run on it, but they do not enforce

the need to run on it.

That's why our suggestion that they be
required to buy a percentage of their fuel rather than

convert the vehicl es because the conversion of the

vehi cl es does not guarantee that they will even use
themon the fuel they're converted to.
MR MARDLE Thank you.

MR RODEGERS: If | could follow up on that

poi nt .

MR CAIN Sure.

MR RODGERS: And make sure | understand
the proposal. For exanple, a covered fleet was goi ng

to be required to buy 20 alternative fuel vehicles.
I's your proposal to take the equival ent anmount of

alternative fuel consuned by those vehicles and then

put that fuel requirenent onto the fleet instead of
t he vehi cl e purchase requirenent?

MR CAIN Yes, but our proposal is that

the EPAct requirenent for the percentage of fuel that
wants to be displaced should be the percentage of fuel

that these fleets would have to buy, ten percent,
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what ever is the 30 percent.

Then they coul d choose whi ch vehicl es they
woul d need. You had said vehicles by weight. For
sonme of themit may be nore advantageous to do sone of

the larger vehicles or, you know, a different

assortnent than is currently acceptable by EPAct. So
you woul d not regulate then the vehicles that they

could use. You would only regul ate how nuch fuel they

bought, which woul d be easier to track than trying to
followthe hour neters, | would think, on all of the
vehi cl es.

MR RODGERS: | would appreciate -- |

think this is a very interesting idea, and | don't
know i f you' ve thought about this angle and maybe you

can think about it and respond | ater, whether buying

a vehicle that had increased fuel econony, neaning
they woul d consune less oil through energy efficiency,
whet her that would fall into the same kind of a

framework that you' re proposing.

Just think about that.
MR CAIN Ckay. | would assurme it would

since it woul d decrease our dependency on foreign

fuel. Any method by which they woul d decrease the
foreign fuel dependency, which is the spirit of this

| aw here.
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MR KATZ: Just a followup on the fuel

use. I'malittle confused. The EPAct goals you're
referring to, are you referring to the fleet goal s
that are set out, the 20, 307?

MR CAIN Yes, the --

MR KATZ: kay. So let me give you how
| understand the paragraph here. |Instead of having a

fleet get 20 percent of its new vehicles be on

alternative fuel, that in that nodel year 20 percent
of all fuel used by that fleet has to be alternative
fuel .

MR CAIN Yes.

MR KATZ: Is that correct?
MR CAIN Yes.
MR KATZ: Ckay.

MR CAIN So they could buy a |large use
vehi cl e perhaps that perhaps three vehicles woul d
satisfy the fuel usage need as opposed to ten of a

different type of their fleet.

MR KATZ: And woul d you recomrend this as
a -- you know we can do different things with the

mandate. This is sort of a recommendation to keep

percent goals, but have themtailored to fuel use, and
your inpression is that this woul d be successful, that

this wouldn't be opposed?
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| personally think it's a very intriguing

idea and would like to knowif you think it would have
sone accept ance.
MR CAIN | don't see it would have any

greater opposition than their current nandate.

(Laughter.)
MR CAN And | would think that --

PARTI O PANT: |'mnot sure that's saying

much.
MR CAIN | would think that it would
encourage the use of the fuel fromthe standpoint that

they are not forced to buy a certain nunber of a bus.

Ford doesn't produce the vans that they need. Maybe
there are other vehicles in their fleet or as the

gentleman didn't want the Orown Vics. He didn't want

to put themin there, but perhaps there are other
vehicles in their fleet they convert or there nmay be
| arger vehicles or sone of themmay be off road.

What ever woul d be their fuel usage, the percentage

that we want to reduce the foreign oil usage by.
MR KATZ: kay. Considering the goal is

repl acenent fuel, would this percent then be

repl acenent fuel use?
MR CAIN Yes.

MR KATZ: Were you would be able to use
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reformul ated gas. B20 woul d be included in a program

like that. The 20 percent of the fuel would be a
repl acenent for the petrol eum
MR CAIN As was questioned there, |

woul d think that that would apply. Any use of fuel by

the percentage that woul d reduce our dependency on
foreign fuel, and gives then the conpanies the

flexibility to apply it to the vehicles that they

really need to apply it to rather than some that EPAct
has mandat ed.

MR KATZ: Qeat. Thank you.

MR CAIN Thank you.

MR QGRCSS: Thanks, M. GCain.
Qur next speaker is M. Douglas Pickering.
MR PICKERRNG M nane is Doug Pickering.

I'ma partner in Ag Environmental Products, LLC
V' re in Lenexa, Kansas.
AEP is a diversified distributor of

bi odi esel fuel and other environmentally friendly

products derived fromrefined vegetables oils and
vegetabl e oi |l esters.

| appreciate this opportunity to present

the information concerning biodiesel, a cleaner
bur ni ng, oxygenated fuel, and you know all of that

stuff. So let's skip that.
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(Laughter.)

MR PICKERRNG What we're here to get
bi odi esel, and especially B20 included in the EPAct
prograns. W think it would be good for our nation's

farmers and good for the environnent and good for the

national energy security.
|'msure you're already famliar with

et hanol, and sone peopl e ask whether we're conpeting

with ethanol. The sinple answer is no. Biodiesel and
ethanol are not directly conpetitive fuels. Ehano
is a chemcal alcohol and al cohols are nost conpati bl e

in gasoline type engines. Biodiesel goes in diese

conpression ignition engines.
Therefore, rather than being a conpetitive

fuel, biodiesel and ethanol are conplenentary fuel s

for separate and distinct engine classes. In fact,
with the commercialization of biodiesel, Arerica s
farmers could now offer our nation a conplete set of

renewabl e, cleaner burning alternative fuels that are

conpatible with both the donestic technol ogi es, gas
and di esel

Expandi ng the nmarket for domestically

produced agricul tural products is an inportant goa
for ny conpany. Biodiesel offers an opportunity for

significant rural econom c devel opnent. Recently AEP
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and our partner, Ag Processing, |ncorporated, of

Qmaha, announced the construction of the first fully
dedi cat ed comerci al scal e biodiesel plant in the
Mdwest in Sergeants Bluff, lowa. This facility is

schedul ed to begi n produci ng bi odi esel on an om nous

day, Novenber 5th, next nonth.
This facility will have the capacity to

use the soybean oil produced from 90,000 acres of

soybeans. Soybeans are produced on Anerica's newest
oil fields with permanent proven reserves, and this
oil field production is up.

Usi ng sone sinple cal culations, we can

estimate the farmand agricultural related jobs that
this facility will help support. According to the

U S. Census Bureau, 90,000 acres is equivalent to the

entire soybean oil production for nore than 200
average sized lowa farns. In lowa, about 40 percent
of the famly farns hire full-tine enpl oyees outside

of the immediate famly to assist with the farmng

operation.
Beyond the expenses for hired | abor, the

average fanily farmhas about $68, 000 in additional

annual farmrel ated production expenses. W believe
this annual expenditure of 68,000 per fanmly farm

directly contributes to the enpl oynent of two
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addi tional workers in our econony to support the farm

production infrastructure.
So when we add together the jobs fromour
lowa famly farners, their enployees, and the workers

who have jobs to support the farmng infrastructure,

we can certain estinmate that our nodest bi odi esel
production plan will help support 680 farm and

agricultural related production jobs in the M dwest,

and |'msure the economsts can follow all of that.
In the Mdwest, where the nenories of the
destructive farmdepression of the 1980s are still

fresh in everyone's mnds, the creation of new narkets

for agriculturally derived products |ike biodiesel is
not taken for granted. V¢ |ocated our biodiesel

production facility in | owa because we wanted to be

close to the source of our najor feedstock, soybean
oil. VW also wanted the nost economc benefits of
this newfuel to stay in the farmng heartland of our

nation to contribute to the tax base of the farm

states and to provide new enpl oynent opportunities for
rural communities that have | ost popul ati on as young

peopl e | eave the region to seek enpl oyrment el sewhere.

| amhappy to report to you that the
reception we received in the Mdwest to our efforts

has been very encouraging. Two states, |owa and
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Nebr aska, have recently decided to include | ow bl ends

of biodiesel, between five and ten percent, in their
fuel purchases for sone of their state owned di esel
vehi cl es.

These states nade these deci si ons w t hout

the benefit of any nmandates from VWashi ngt on, without
any direct financial assistance fromthe federal

governnent, and without the benefit of any credits or

ot her considerations toward conpliance with any so-
called alternative fuel prograns.
| expect that other mdwestern states and

| ocal governnents, as well as sone private diesel fuel

mar keters, such as farmowned cooperatives, wll begin
to utilize nore and nore bi odi esel bl ended fuels over

the next few years as nore |locally produced bi odi esel

becorres available in the M dwest.
By the way, our plant is scaled to produce
about seven and a half mllion gallons a year, and we

have sized it so that it can be upgraded three times

to 30 mllion gallons a year.
Now, we have not |limted our narkets to

our honme in the Mdwest. AEP has devel oped a uni que

bi odi esel fuel specifically for the marine narket.
Qur SOYGOLD MMRINE is one of the fastest grow ng

mari ne fuel products in the California San Franci sco
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Bay area.

More than 200 recreational and comrerci a
boating enthusiasts in the San Franci sco Bay area have
formed the Bay Area Marine Biodiesel League to pronote

the use of clean burning biodiesel in narine diese

engi nes.
Biodiesel is gaining in popularity with

ecol ogi cal |l y m nded boaters because it is nontoxic,

bi odegrades quickly in water, nmaking it safer for the
environment than the traditional diesel fuels.
V& had a survey, by the way. W had a

boat regatta in Seattle three nonths ago. W did a

foll owup survey, and the nunber one concern for
pl easure boaters was fuel spills in the water. That

was the nunber one of all the questions that we asked

t hem
Products |ike SOYGQLD MARI NE al so seemto
have a pronmsing future in other environmental ly

sensitive mari ne narkets where the accidental rel ease

of diesel fuel is a major concern. | just said that
However, like the biodiesel market in the

m dwestern state governnent fleets, marine fue

applications for biodiesel are growi ng w thout or
possibly in spite of federal alternative fue

prograns, such as EPAct.
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As the markets for biodiesel continue to

expand, ny conpany feels that DCE needs to begin
thinking about alternative fuels and alternative fue
vehicles in new and different ways. DCE s statutory

and regul atory interpretation shoul d be broadly

inclusive of all reasonable proposals -- and | |ike
the one M. Cain just presented -- to advance the

goal s of EPAct instead of narrowly restricting the

nmeasure to conpliance with mnor provisions of the
| egi sl ation.
Several of the ideas DCE shoul d actively

consi der based upon ny presentation today are:

First, DCE shoul d expand the |ist of EPAct
alternative fuels to include B20 as an alternative

fuel. | heard some people fromsone counties this

norning tal k about the acquisition of qualified
vehi cl es and expense, and if B20 were approved as an
alternative fuel, they nmay al ready have sone

alternative fuel vehicles in their fleets w thout

havi ng to spend anynore noney.
B20 will give regul ated fleets nore choice

and greater flexibility to neet the goals of EPAct.

Designating B20 as an alternative fuel would not
directly inpact the budget or spending of any agency

of governnment. It will not create a subsidy or tax
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credit for B20 or biodiesel. It will not inpose any

addi tional mandate or requirenent on regul ated fleets
that rmust conply with EPAct.
Second, DCE should figure out a way to

directly reward or conpensate state and | oca

governnments or private fleets that utilize alternative
fuels, |ike biodiesel, above and beyond t he nandat ory

requirenents of the EPAct programs. States like lowa

and Nebraska are commtted to using renewabl e
alternative fuels, |ike biodiesel and et hanol, above
and beyond the regul atory requirenents of the current

EPAct prograns. Wiether by credits, grants, technica

assi stance, preference for conpetitive awards, or
sinply direct public acknow edgenent, DCE shoul d

reduce its role as a regul atory and enphasi ze its role

as a facilitator of alternative fuel use.
Third, DCE should examne its own use of
alternative fuels and alternative fuel vehicles to

find new ways to support alternative fuels through

di rect purchase of fuel for DCE vehicles and fuel for
vehi cl es which operate by DCE contractors, such as the

national | abs.

For exanple, DCE could require that all
the contractors nust bid for, use, and accept ni ni num

five percent biodiesel blended diesel fuels wherever
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feasible as a condition of holding a DCE contract.

This is not a nandate since no person or conpany is
ever required to enter into a voluntary contract
against their wll.

If DCEis unwilling to voluntarily go

beyond requirenents of its current EPAct prograns in
its own purchasing and contracting deci sions, why

woul d it expect anyone else to voluntarily do

ot herwi se?
Fourth, DCE nust expand its consideration
of alternative fuels and alternatively fuel ed vehicl es

to directly include off-road and marine applications.

SOYGOLD MMRINE is denonstrating that there is a narket
for environmentally preferable alternative fuels in

mar ket s out si de those defined narrowy by DCE s EPAct

pr ogr ans.
I nstead of ignoring these opportunities,
DCE shoul d specifically enbrace it as creative

solutions to our national environnental and energy

security probl ens.
Now, | nust go back and go face to face

wi th 380, 000 soybean and bi odi esel farnmers, and these

380,000 farnmers, they did inhale, and they're sitting
back there waiting to exhale in exclamation of relief

that B20 rmade it through.
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Now, when | get back there | want to tell

themthat DCE stands for Departnent of Energy and not
"di m ni sh our enthusiasm"
So ny brother asked ne yesterday when he

thought | was going to testify. He said, "That

doesn't sound like you, testifying in front of a

comment," and he said, "Wat has DCE actual |y had any
i npact on?"

And | said, "Vll, I'lIl have to think
about that a little bit. I'mnot too sure howto
answer that."

But | think I'Il know how to answer it now

because right nowl'mgoing to go walk to the mass
transit, ride to the airport, take an energy efficient

jet back to Kansas Gty, drive ny four cylinder car

hone, park in ny garage which is |lit by fluorescent
bul bs, turn on ny nine percent efficient pulse
furnace, check out ny auto set-back thernostat, and

try to get some sl eep.

(Laughter.)
MR PICKERRNG Any questions?

MR GRS Wll, | particularly

appreciate that last long sentence there, but you're
turning the screws on us a little bit, twisting and I,

for one, will squirma little, but I was encouraged by
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the statement that |ow biodi esel blends are being

purchased without the benefit of our adding it to the
list of officially alternative fuels, and presunably
those are bei ng bought based on the nerits of the fue

and conbi nation cost, perfornance, and so on.

And the question |'ve got is: if that's
the case, the counties and ot hers who have testified

that their decisions really are sonehow connected to

it being called an alternative fuel, why is that the
case? |If we in DCE get out of the regul ations
busi ness into what --

MR PICKERRNG Facilitating.

MR GROSS: -- you suggested, the
facilitation business, and facilitate exchange of

information and so forth, mght not that be a nore

producti ve approach so that others woul d understand
the merits?
MR PICKERRNG That's probably a good

idea. The National Biodiesel Board conmm ssioned an

economc nodeling in lowa, and | think the | ast
speaker will be able to address this better, but they

did an econom c nodel of what the inpact economically

in lowa and Nebraska woul d be if they kept those
dollars in and circulating in the econony in | owa, and

t he payback, | believe, is in the nei ghborhood of
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three-to-one. For every dollar they spend on

bi odi esel fuel in their state expenditures, the
payback or the turnover was three-to-one paid back to
the | ocal econony keeping it in place.

Now, I'mnot an expert in that area at

all.
MR GRS kay. VWell, | appreciate you

giving us sone insights here, also giving us sone food

for thought as others have, as well.
C her questions?
MR MARDLE Yes. I|n your

recommendat i ons, you said DCE should figure out a way

to directly reward or conpensate state and | oca
governnments or private fleets that utilize all fuels,

i ke biodiesel. Do you have any specific suggestions

in those areas?
MR PICKERRNG |It's been suggested, and
| can't be specific, but it's been suggested there are

a nunber of discretionary prograns or conpetitive

prograns, whether it's QVAQ funds or whatever, that
are awarded and are awarded on sone basis of nerit,

and if that basis can be expanded to include those who

go beyond the scope of what the nini numrequirenent
is, then those rewards coul d be extended in that

nanner .
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MR MARDLE Thank you.

M. LEWS: | want to ask you a question
about the two states that recently decided to include
bi odi esel, the bl ends between five and ten percent.

What is the average price of that fuel per gallon?

MR PICKERNG Wl --
M. LEWS: For biodiesel. |'msorry.

MR PICKERRNG On the average, you don't

need a topcoat in Buffalo, New York, but | think the
average price is probably going to fall in the $3
range, $3 to 3.50 a gallon range as a neat fuel, and

depending on the price of diesel fuel, the inpact on

a gallon of fuel at the state level with those is
between 25 and 40 cents a gall on, dependi ng on what

blend rate they use and what they're paying for the

regul ar diesel.
I's that the question you asked nme?
M. LEWS: | wanted to know, say, for

i nstance, you have a B-5 or a B-10. Is it $4 per

gall, $6 per gallon versus a B20 at some other price?
It's very comrendable, the two states, to

do this, but I was wondering why the five and ten

percent. It's cheaper, | woul d assure, than the B20;
is that correct?

MR PICKERRNG Yes. M understanding
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the reason they chose five percent in lowa is they had

a certain anount of noney allotted. |'mnot sure what
the amount was, and they wanted to spread it to as
many areas of their Departnent of Transportation.

They have 19 locations. They wanted all those

locations to participate. So it was kind of a back-
down from a budget ed anount they woul d spend on

bi odi esel .

MB. LEWS. kay.
MR PICKERRNG And they spread that so
all of the 19 locations coul d get experience with it.

Each of them have received their allotnent of fuel and

experienced a year of usage. Then they can reeval uate
it after the year.

So it was a fixed anount divided by a

broad spread of |ocations.
M. LEWS: kay. Thank you.
MR QGROSS: Thanks again, M. Pickering.

MR PICKERING Thank you.

MR GROSS: Qur next speaker is Karl
Rehber g.

MR REHBERG (ood afternoon, M. Q oss,

M. Rodgers, M. Katz, and Ms. Lewis, and M. MArdle.
| haven't seen sone of you guys since Dall as.

M. Pickering nakes ny job easy this
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afternoon. He answered all the tough questions and

the commrents about being a facilitator to this
busi ness echoes ny renarks.
| thank you for allow ng us to cone here

today, and |'d like to make a few statenents about the

viability of biodiesel and the fact that this week has
been an extraordi nary week. V¢ have acconplished an

extreme, very extrene, najor breakthrough in this

industry, and I'lIl tell you a little bit nmore about
that in a nonent.
Bi odi esel actually really meets all of the

requirenents of the Aean Air Act and Energy Policy

Act. There were sone comments nade earlier about
you'd like to have 250,000 vehicles on the road in the

next year or so as alternate fuel vehicles. Wsn't

there a comment earlier today about that?
MR GRCSS: That's a goal somewhere.
MR REHBERG (Ckay. There are nore than

that on the road right nowthat could be alternative

fuel vehicles if you want to approve the idea of B20.
There is not a diesel engine that has been nade in the

last 100 years that can't use B20 without

nodi fications, or if there are any nodifications,
doubt if they'd cost nmore than $10. There might be a

few pieces of plastic hose or sonething like that that
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woul d be needed repl acenent.

Bi odi esel decreased our dependency on
inports, the national security matter. |t has no
sul fur to contribute to acid rain. A lot of these

things you know about al ready, but just for the

record, we have no benzene content, creating any
carcinogens in the air we breath. V¢ bal ance out on

the production and consunption of Q2. The reduction

in particulate bl ack snoke and exhaust gases are
extrenely significant, and the exhaust gases snel
like french fries. | nean, what nore can you want?

The progress that we've been nmaking lately

interns of the toxicity of this has been to have a
product that has a toxicity less than salt and a

bi odegr adabl e capabi lity of sugar, and it can be nade

fromrenewabl e resources grown donestically, and it
can al so be made fromrecycl abl e waste materials from
donestic production and restaurants and frying

operations like Ms. Paul's or Frito-Lay or MDonald' s

and what have you.
The few applications of neat biodiese

like in mning operations and so forth are out there.

However, the 20 percent bl end does neet the
requi renents you want under the EPAct and O ean Ar

Act, and if we blend it 20 percent, we can affect the
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em ssions on five vehicles rather than one.

If we had one vehicle running at 100
percent, we really don't acconplish rmuch other than
what we're doing in that one vehicle. But burning at

20 percent and neeting the requirenments of what you

want on the emssion side of it, why not have five
vehi cl es instead of one on the road in conpliance?

At any rate, there is a definite

possibility that we can produce over a billion gallons
of this material, in effect, over five billion gallons
of diesel fuel going into vehicles that can be

classified as alternate vehicles. VW do not have to

rei nvent the wheel. W do not have to reinvent the
vehicle, and we do not have to reinvent the engine.

It's really quite sinple. In fact, it's

so sinple that we're nissing it.
W' ve observed very consi stent
characteristics in nethyl esters produced from

vegetable oils and aninmal fats, quite different than

the variations in the conponents of diesel fue
because diesel fuel depends on sweet crude, heavy

crude, light crude, whatever. These variations in

em ssions actually have contributed nore of a problem
totesting this in blends than anything else. It's

not the fault of biodiesel. Biodiesel nolecule is
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very stable and very snall.

Furt hernore, our research indicates that
there is actually two, perhaps as nuch as three
billion gallons of waste cooking oils and animal fats

avai lable for us just here donestically. To deny any

bl end of biodiesel fuel with regul ar diesel fuel seens
torather defy logic in light of the superior

qualities and the trenendous success in over-the-road

use and scientific laboratory tests that have been
done on biodiesel, and it's been extensive.
| have personal |y worked on bi odi esel now

for alnost ten years. Qur project started actually on

ny wife's kitchen counter at hone, and we deci ded that
we wanted to use the worst type of materials possible,

the recycl ables to see what can be done with those as

feeding it into the fuel streans.
The recycl abl es bring up a trenmendous
resource for us, and it's not only being recycl ed.

It's arenewabl e material, all donmestically derived.

So we're not |ooking for any forei gn governnent
transfer of wealth and other dealings that we have to

worry about, draining the wealth of this country.

V& took the initiative to develop this,
and actually we feel like we have given to the

Department of Energy, to the environnent, and to this
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country what it was calling for as far as an alternate

fuel goes. This is sonething that can be done
conpletely at hone here, and it's renewabl e and
recyclable. It is not like oil. It is not |ike gas.

Those are fossil fuels. They are depletable. W can

go on growi ng this.
V¢ al so have a project underway for

devel opnent of other donestically grown feedstocks

that would be a little bit nore efficient than just
grow ng soybeans.
The biodiesel, as it's already been said,

requires no expensive infrastructure changes. Earlier

you had a fellow up here; | guess it was the first guy
that tal ked, Rchard --

PARTI O PANT: Kol odzi gj .

MR REHBERG Yeah, that guy. He's from
the National Gas Vehicle Coalition, and you asked him
a question about what it would cost for the

infrastructure changes, and the man indicated that it

woul d be very substantial, but at the present tine his
answer also indicated it wasn't really cal cul abl e.

|'mhere to tell you that to inplenent

bi odi esel costs nothing. | nean we don't really have
a problemwth zero. Ckay?

The cost to convert vehicles is
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negligible, and in many cases nothing. | have run

hundreds of different vehicles with al most any type of
di esel engine you can cone up with on bi odi esel and
have yet to nake the first nodification other than on

a coupl e of occasions having to change the fuel filter

in there because sone of the cleaning effects or
solvent effects of the biodiesel cleaned out the fue

line alittle bit, but that's it. | don't think we

spent $100 on any of those.
Regardl ess of the percentage of biodi esel
blended with regular U S. 2D diesel, it does really

i nprove the perfornmance and the exhaust

characteristics of the engine, and these perfornance
or these inprovenents are actually sensorially

realized. | nean you can see the reduction in snoke.

You can snell the difference in the smoke. You can
hear the difference in the way the engi ne perforns.
These are not subjectively perceived

benefits, like | put sone of this stuff in there and

it cost me $2 for this little bottle, so it nmust work
better. You can actually see these results.

And one of these times |I'mgoing to have

to come up here and bring a few engines with ne so you
can actually witness this yourself.

Anyhow, we woul d encourage you to ook in
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our favor towards the B20 designation, and if you'd

like to get a few hundred thousand vehicles on the
road in the next year that are alternate fuel ed
vehicles without really any cost them we'll do it for

you, and we're looking at a cost per gallon increase

i n the nei ghborhood of 15 to 20 cents.
| know you' ve heard sone ot her comrents

about 40 to 60 cents and 30 to 40 or 50 cents,

whatever it is, but we have actually gotten the price
of this stuff down to less than $2.20 a gall on, and
we're going south with it.

The other little announcenent | wanted to

nmake to you today about a naj or breakthrough in our
technology is that we were going to announce our plans

to put in place 41 new plants over the next 18 to 24

nmonths in various cities throughout the United States,
and what has happened this week will allow us to nore
than double that in the next 18 to 24 nonths, and

want to tell you this nost enphatically so that you

really get the idea that we're serious about this
busi ness.

V' re commtting over $500 nillion of our

own noney, not your noney. | don't want a dine from
you. Thank you very much

MR GRCES: |'ve got a question. | can't
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1 let it go by.

2 MR REHBERG Questions al ready?

3 (Laughter.)

4 MR REHBERG | thought we had answered
5 all the questions.

6 MR GRCES: |'d like your comrent on the
7 issue of if we're going to be in the regul ations

8 busi ness, would it make nore sense to, instead of

9 regul ati ng on vehicl es and percentages of vehicles in
10 fleets, to regulate on the basis of anounts of

11 alternative fuels used, which would, it seens to ne,
12 possi bly get us away fromthe issue of percentages.
13 MR REHBERG Wll, it would sinplify the

14 problemgreatly. Ve could say: okay. You've got

15 8,000 gallons of diesel in your tank. Here's 2,000 to

16 blend with it and however you want to use it, and you
17 know, the accounting procedure for that is rather

18 si npl e.

19 MR GRS Al right. Qher questions?

20 MR MARDLE Yes. You nentioned a

21 production capacity of one billion gallons. |s that

22 one hillion gallons fromusing the used cooking oils

23 and fats?
24 MR REHBERG Yeah.

25 MR MARDLE And it's not considering
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ot her capacity of soybean?

MR REHBERG No, no.
MR MARDLE kay.
MR REHBERG See, the thing that nmakes us

alittle bit nervous in sone of this situation with

our going into the soybean narket very heavily -- now,
we do buy soybean oil. W go in and we buy a hal f

mllion or a mllion pounds of soybean oil at a tinme

and run it through our plant. Ckay? But there is a
certain anount of soybean oil for absol ute use.
There's a certain anmount of soybean oil that you coul d

use peanut oil; you coul d use sonething else. And

then there's maybe a surpl us anount.
But if we go and start dipping into all of

the surplus amount and sonme maybe of the other part,

but we get into the absolute part need, then we're
going to drive the price of soybean oil through the
roof and nake the cost of biodiesel prohibitive, and

what we're striving to do here is to take a source of

nonogl yceri des, diglycerides, triglycerides, and fatty
acids, no matter what they are. It doesn't matter

because we're coning out with the same nol ecul e of the

nmethyl ester and turn that into biodiesel fuel.
MR MARDLE |Is there a |arge cost

di fference between naking it from soybeans versus
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usi ng the used cooking oils?

MR REHBERG \Well, currently soybean oi
costs about $2 a gallon plus shipping. Gkay? And we
can actually get paid to take sone of the used cooking

oil as a neans of disposal of it because under the

Resour ce Conservation and Recovery Act, they don't
want it in the landfills anynore and they don't want

it land spread.

VW' ve al so been working with Rotary
International and things like that to get sone of
their Interact A ubs involved with us recycling the

stuff, and we award schol arshi ps to these ki ds and

their schools for themto go to college on or for
conputers or other equipnent that they need, and we

get theminvolved in what is going onin the

envi ronnment and recycling. W do hire buses. W
bring themover to our plant. Ve tour themthrough
there. W showthemwhat it's all about, that it's

real. It's not just sone concept you read out of a

book.
MR MARDLE Now, when you collect this

oil, say if you didn't process it for biodiesel, what

do you do with it since you collect it, say, from
restaurants or whatever? Wat is its next resting

pl ace?
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MR REHBERG Wll, sone of it goes into

dog food. Mst of the rest of it gets dunped because
when you heat oil like that up to 350, 400 degrees and
you put a french fry in it that's 88 percent water,

the water in the french fry boils instantly. The

bubbl es you see are steambubbl es. There's a reaction
that takes place between that super heated steam and

the oil and causes the oil nolecule to break apart,

and when it does, it creates a fatty acid.
And when you go into a restaurant and you
snell that snell, oh, God, that old oil snell, what

you're really snmelling are the fatty acids, and once

that gets up to about three or four percent, the oil
becones so stinky you don't really want to eat

anything that was nmade init. Al right?

And the oil continues to deteriorate after
that point because these fatty acids are still working
onthe oil now Soit's deteriorating fromwithin,

and when it gets above 15 percent, you can't use it

for aninmal feed because it nakes the ani nal sick and
they dehydrate. W won't go through the dehydration

Process.

MR MARDLE Thank you.
MR GROES: Thanks, M. Rehberg.
MR REHBERG Thank you.
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MR GROES: Qur next speaker is M.

Jeffrey Horvath of the National Biodiesel Board.
MR HORVATH It's the biodiesel hour,
isn't it?

MR GRCSS: It sureis. It's the

bi odi esel afternoon.
MR HORVATH Yeah. For those of you who

don't know nme, ny nane is Jeff Horvath, and |'mthe

Chi ef Executive Oficer for the National Biodiesel
Boar d.
First off, I'd like to thank you for the

opportunity to have nyself and nenbers of ny teamhere

today to address a lot of the biodiesel issues, too.
|'mhere specifically today to di scuss

bi odi esel and how it can practically and effectively

be used to allow DCE regul ated fleets and the public
in general really to actualize the objectives of
EPAct .

Usi ng conbustion to produce energy results

in the destruction of natural resources and raw
material used for fuel. Mich effort is being expended

by society to greatly limt or even elimnate

conbustion as a source of energy in order to conserve
our precious natural resources.

The problemw th this approach is that
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this same society has devel oped the base of its gl oba

energy infrastructure around conbustion. V& in the
United States have added fuel to the fire, and no pun
is intended, by building the majority of our energy

infrastructure on petrol eumbased fossil fuels which

we know sone day will be depleted and on which we
depend on foreign entities to supply.

Price wars and real wars have been waged

toinsure that this infrastructure is supported. Qur
soci ety must pursue technol ogi es that conpl ement our
exi sting conbustion based infrastructure, while

simul taneously providing an alternate resource for the

country's transportation fuel requirenents.
For nearly two decades there's been a

national policy to foster and use domestically

produced renewabl e resources as a source of fuel
During the sane period, the U S has also focused
considerabl e | egislation on our energy use's inpact on

t he envi ronnent.

Bi odi esel, a fuel simlar to diesel fue
whi ch you' ve heard all about in the last hour, is

bei ng actively pronoted by the supporters of both

agendas as a practical and positive nediumfor
application of their respective charters.

Bi odiesel is the generic termfor a
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cl eaner burning ester based fuel which we've all heard

about, and the biodiesel industry, albeit relatively
newin the United States, is really inplementing a
fuel that has been used in other areas of the world,

specifically in Europe, on a commercial basis for

nmany, nany years.
Pet r ol eum based di esel and bi odi esel have

two things in common. Both fuels are a product of the

earth, and both are burned to produce energy.
However, the origin and the inpact of their use
greatly differentiate the two.

Bi odi esel harnesses the energy that the

earth naturally and cyclicly produces. Biodiesel is
derived fromagricultural produced vegetabl e oils,

recycl ed cooking oils as we just heard, and rendered

aninmal fats |ike chicken fat or beef tall ow, whereas
petroleumdiesel is extracted fromthe earth.
Bi odiesel relies on the earth's natural cycles for its

feedstock and, taken in the aggregate, it's a

feedstock that never runs dry.
So it's a case of natural renewabl e versus

depl etion, and our culture obviates one over the

ot her.
The infrastructure for biodiesel's use is

honogeneous with that for diesel. Little or no
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changes are required. Biodiesel can be used in

virtually any existing diesel engine without
degradati on of perfornance, fuel econony, or range,
and results in substantially inproved exhaust em ssion

| evel s.

O a local level the fuel is fully
conpatible with existing vehicle and fuel dispensing

equi prent, and based on these facts, nany

transportation agencies are | ooking to biodiesel as
their method of conplying with the mandated regul at ory
requirenents, such as the dean Air and Energy Policy

Act s.

Bi odi esel is safer to produce, handle, and
use than other fuels. In the environnent, biodiese

degrades as fast as sugar, and it's safer than table

salt froma toxicity standpoint. It has a
significantly higher flash point than petrol eum based
di esel, and avoids the risk of high pressure storage

associ ated with ONG

The byproducts of biodi esel production
i nclude glycerine and an organic fertilizer.

Additional ly, biodiesel has a positive energy bal ance,

at least three-to-one, neaning nore energy i s produced
t han consumed when produci ng bi odi esel

The econom cs of biodi esel use in these
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applications is not as straightforward. Bi odiese

currently costs $3 or above for a gallon in its neat
100 percent form and this is at |east doubl e or
triple the cost of petrol eumbased di esel

However, if one considers the sum of

vehi cl e or vehicle conversion costs, the expense of
changes to existing infrastructure, the negative

inpact to operating costs required to incorporate the

use of other alternative fuels, such as conpressed
natural gas, liquified natural gas, nethanol or
propane, bi odi esel becones a nore cost effective

sol ution

| nprovenents in production processes, the
devel opnent of multi-feedstock production formula,

i ncreased production volune, et cetera, will all serve

to reduce the unit cost of biodiesel. GConsequently,
t he bal ance of biodiesel versus other alternative
energy sources in a business case is achi evabl e.

Bi odiesel's unique ability to blend

conpletely with petrol eum based di esel provides
anot her opportunity for the econonmcs of its use.

Bi odi esel can conpl enent di esel fuel when used as an

additive to diesel. In snall quantities, |ess than
five percent per unit, biodiesel offers specific

lubricity and Gtane enhancenents to fossil based
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diesel fuel. |In greater blends, 20 percent and above,

bi odi esel and petrol eum di esel bl ends neet the basic
intent of EPAct, displacenent of petroleum and the
Qean Air Act, reduction of diesel particulate matter

and toxi c em ssi ons.

Bi odi esel blends afford the consuner of
bi odiesel the flexibility to set a blend level that's

conduci ve to the econonmcs of their application and

phase in increased | evel s as the econom cs of
bi odi esel production inprove.
If we examine this issue on the basis of

consuner choice for alternative fuels in vehicles, the

20 percent biodi esel bl end known as B20, which |'m
sure you're aware of, is our custoners' nost popul ar

bi odi esel fuel blend. The NBB has tested this case

with maj or diesel consumers and engi ne manufacturers.
They have denonstrated that B20 provi des nany of the
envi ronnmental and safety benefits of pure biodiesel at

a fraction of the cost. They've shown that B20 is

conpatible with existing diesel engine naintenance and
refueling facilities, and nost inportantly, they've

proven that there's an adequate infrastructure in

pl ace to support B20's inmmedi ate use
Mre than ten nmillion mles of actual in-

service pilot prograns have been conducted usi ng B20.
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Several national trade associations representing major

private diesel consuners, including the Arerican
Trucki ng Association, the Amrerican Bus Associ ation,
have endorsed using B20 as an EPAct alternative fuel.

For these reasons B20 shoul d substantially

i ncrease the nunber of alternative fuel vehicles
avai lable to nmeet the requirenents of all phases of

t he EPAct program

Bi odi esel has been denonstrated and tested
in many applications, including transit, marine,
mning, and construction narkets. Aviation, power

generation, as well as its use as an additive in

various | ow blends with petrol eumdi esel are all being
actively expl ored.

NBB recogni zes DCE s fuel neutrality with

respect to EPAct conpliance. However, DCE s increased
cogni zance and support of the biodi esel nessage and
the opportunities it presents will afford nunici pal

and private fleets greater understandi ng and

acceptance of their ability to conply with the third
phase of the alternate fuel transportation program

proposed under this advance notice for public

r ul enaki ng.
I ncreased use of biodiesel will be good

for the environment, good for farners, good for the
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econony, and will augnent our regul ated fleets'

ability to nmeet the objectives of EPAct.
Bi odi esel alternative fuel vehicles can
offer a cost effective neans of conpliance with the

many provisions of EPAct. Biodiesel provides

addi tional opportunities for econon c devel opnent
through the sale of the its various feedstock

commodities in the constructi on of biodi ese

production facilities. Al in all, biodiesel can and
should play a major part in neeting the goals of
EPACt .

The commerci al i zati on of bi odi esel

requires significant and continued invol verrent from
its stakehol ders. Technol ogy devel oprent and

production processes, handling and storage, as well as

fuel engine systens is also in order. The governnent,
as well as the private sector, need to take an active
role in these elenents in order to bridge the cost gap

and foster the advancenent of needed sci ence.

It is the charger of the Nationa
Bi odi esel Board to act as the principal |iaison

between the stakeholders in this effort. e of those

stakeholders is the DCE itself. The NBBis actively
i nvol ved with the DCE s own bi odi esel programfromthe

Transportation Technologies Dvision to the NREL and
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RBEP Pr ogr ans.

VW support the charter of the DCE and its
efforts, as we do all of our industry stakehol ders.
V& hope that by presenting the information today that

it will denonstrate the viability of this fuel, its

inherent ability to overcone the chall enges of
introducing an alternate fuel to the diesel segnent of

this marketplace, the opportunity it presents to the

Agency for actualization of its goals and the fue
capacity to bring EPAct into operational reality.
I'd like to thank you for giving ne the

opportunity to speak today, and I'd like to take a

nonent to address at |east a couple of the points that
were asked about earlier, and if Ms. Lewis is still in

the room |'ll certainly address those as well.

M. MArdl e, you asked about installed
capacity. As of five o' clock on the 10th of Cctober
1996, it's sonewhere between 70 and 80 mllion gallons

inthe United States. That's installed capacity, and

it's growing as we heard about.
You al so asked about the ASTM The ASTM

has been devel oped for neat biodiesel. It's based

essentially on the normfromAustria and Gernany
where, by the way, they've got 500,000 netric tons of

bi odi esel sale |ast year; also, the send norm of
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France; Italy, where they had about a mllion netric

tons of biodiesel sales |last year, and input fromthe
Engi ne Manuf acturers Association, and CEM.
V¢ have an ASTMtask force that's multi -

disciplined inits nature, inits constituency, and

we're hoping for at least the balloting process in
June of this year and then it's anybody guess after

t hat .

The rest of these were Ms. Lew s'
questions. So | can certainly -- let ne just address
themto give themas a matter of the record.

B-5, the price on B-5really is not a

function of it being a fuel. At the five percent and
below level we're in the additives narket, and in the

petrol eum addi ti ves narket, we are very cost

conpetitive. You' ve heard prices of $3. Call it $4
for all intents and purposes a gallon. In that narket
you're looking nine to 25 gallons for the chenical

additives. W're looking at Gtane enhancenent and

lubricity. So we're very cost conpetitive there.
In terns of clean fuels and the EPA, there

is not an EPA certified clean fuel fleet vehicle for

bi odiesel at this particular point intime, and it's
premature really at this point for us to go ahead and

pursue that particul ar aspect, considering other
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el enents of the EPA that we have to deal with.

Specifically, about a nmllion and a half dollars worth
of health effects testing that | have to get done and
another $1.8 mllion worth of substantially simlar

wai ver activity that |'ve got to get done with EPA

before January 1st, 1998.
Gven that we're a snall industry and |

don't represent significant corporate dollars, that

places ny priority squarely with those two efforts,
but the caveat is if you' ve got a fewmllion you want
to throw anway, |'malways available to talk.

So any questions?

MR GRXES: Wilike the imrediately
precedi ng speaker, you would not tell us that you

don't want a di ne.

MR HORVATH |'measy that way. | can be
had.
(Laughter.)

MR GROES: Questions?

MR RODGERS: | just had one question.
V' ve heard sone testinony this norning that one of

the problems with flexible fuel vehicles and bi -f uel

vehicles is that the people that buy these vehicles
and nmeet their EPAct requirenent then turn around and

fill themup wth gasoline.
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MR HORVATH Sure.

MR RODCGERS: So in the future if B20 ever
was designated as an alternative fuel, and |'ve heard
testinmony that the B20 operates in any diesel vehicle,

therefore, it seens to ne then that by designating B20

as an alternative fuel we have, therefore, designated
all diesel vehicles as alternative fuel vehicles.

MR HORVATH No, that's not exact --

MR RODGERS: kay. Wiy wouldn't people
fleets that were covered, if there ever was a fl eet
mandat e, why woul dn't they just buy a diesel vehicle

and fill it up with 100 percent petrol eum based

di esel ?
MR HORVATH \Wll, they could, and |

guess two points really. The first oneis if you

designate B20 as an alternative fuel, it doesn't
i medi atel y cause every di esel vehicle on the planet
to becorre an alt. fuel vehicle. It gives themthe

capability of being designated as such under EPAct.

The peopl e that define whether or not this
is an alt. fuel vehicle are the fol ks that nade the

vehicle. So what it does is it gives ne the

flexibility, me being the biodiesel industry, to goto
the original equi pment manufacturers, the engine

manuf acture, the vehicle nmanufacturers and say, "Look
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W' ve got something that provides ne the busi ness case

| need to narket the product, and, oh, yeah, by the
way, | ook behind. There's a line of custoners.”
So that's the key to it all. W' ve been

caught in a Catch-22 situation wherein the peopl e that

we have denonstrated these ten mllion mles |
referred to earlier, biodiesel with have said, "That's

all great. | likeit. It's green; it's clean, and it

could give nme sone benefit if |I could get a bl ended
level and | would go with you then because | have the
busi ness case | need. | would go with you then to the

CEMs and say, 'Yeah, | want to buy one of those buses

[T

and | want you to call it biodiesel capable.
So |'ve got an engi ne nanufacturer that

says, "Show ne custoners and I'lIl go away and do the

research necessary to tell EPAthat it's going to neet
em ssion requirenents,” and |'ve got a custoner that's
saying, "Tell me it neets the regulation and I'll go

away and talk to the CEMs. "

So by DCE doing that, it gives ne yet
anot her lever to go away and try to get the CEMs on

boar d.

MR RODEGERS: (kay. So then if you did
that, you' d have a vehicle certified to operate on B20

which would really be kind of a flexible fuel diesel
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vehicle. | don't want to put words in your nouth, but

that's what it sounds like to me.
MR HORVATH Well, what |'mhoping is
that whether the level -- | nmean, the whol e strategy

with B-5 B20, B-30, B-40, B-50 -- take it up to B-100

-- is | don't think anybody shoul d be so naive as to
think that when we get to a certain level that we're

all going to close the doors and go on our way and

say, "That's it."
The chinning bar is going to continuously
be rai sed whether you're tal king EPA or you're talking

to charter of the DCEE So it's nice to posture

yourself in a position where you can phase in the
i npl enentation and the use of alternate fuels.

Bi odi esel inherently allows you to do that

in the petrol eumnarket as a conpl enent to petrol eum
diesel. So you can do this over tine and continual ly
rai se the chinning bar and al |l ow your custoner and the

public the opportunity to conply.

MR RODEGERS: |I'msorry. | don't want to
bel abor it, but is there anything we can do to keep a

fleet that had a certified biodiesel vehicle from

usi ng petrol eum based diesel in that vehicle?
MR HORVATH Linit the em ssions

capabilities, opacity. The output of the engine is
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the way to tell what blend | evel he's using.

MR RODGERS: It doesn't sound like it's
anyt hing we can do here at the Departnent of Energy in
the Energy Policy Act.

MR HORVATH Mandate switching, and

again, | think a gentlenman earlier pointed out that we
need to have better neasures in place to track the use

of the fuel. That certainly is point one.

Poi nt nunber two is what's the follow up.
What's the insurance policy, the emssions profile of
t he engi ne?

MR RODCERS: Thanks.

MR HORVATH Thank you.
MR QGRCES: Thank you, M. Horvath.

Vel |, for the benefit of the nenbers of

the panel, as well as anyone el se who's been here all
afternoon, just a remnder that we are getting cl ose
to the last schedul ed hour of the hearing. So it

| ooks like we'll be able to nake it.

Qur next speaker is Marsha Wse,
representing the Service Station Deal ers of America.

M5. WSE: Nowthat | ook like Kilroy

here, but |'m back here.
| want to preface this presentation by

saying this is ny first tine testifying. So please be
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gentl e.

Good afternoon. M nane is Marsha Wse.
I amthe nmanager of Federal Governnent Affairs for the
Service Station Dealers of Arerica and Allied Trades.

SSDA represents approxi mately 60, 000 i ndependent

service station deal ers across Ameri ca.
| appreciate this opportunity to testify

today regarding the Departnent of Energy's proposed

requirenents for private and | ocal government vehicle
autonobi l e fl eets.
The Energy Policy Act of 1992 included a

mandate for the purchase of alternative fuel vehicles

by certain fleets. Athough this is not the forumfor
doing so, | would be negligent if |I did not state

SSDA' s strong opposition to nandates in general that

interfere with the free narket systemon which this
country was founded.
Now, allow ne to comrent on the rul e DCE

has proposed. First, the proposed rule is overly

broad and goes wel| beyond the original intent of
Congress. By defining alternative fuel provider

broadly, DCE s proposed nmandate will cover many, nany

nor e busi nesses than Congress ever intended.
These businesses will have to purchase and

operate vehicles on fuels other than gasoline at a
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significant increase in cost. Qurrently very few

service station deal ers provide non-gasoline fuels.
So they woul d | ose the business of the many fl eet
vehi cl es that woul d be covered by this nandate.

Because fleet custoners are inportant to

the profitability of nmany deal ers, the potential |oss
of business is of great concern. Indeed, according to

DCE s own estimates, ny menbers stand to | ose 760

mllion to 3.3 billion gallons of |ost sal es under
this rule.
Many fl eet operators recogni ze the high

cost of operating their own central refueling systens,

the potential environnental liability, and the
burdensone regul atory requirenents. For these

reasons, nany fleet operators rely on service station

dealers for their transportation fuel needs.
Qur nenbers have net these special needs
by offering creative services, such as extended hours,

conveni ence service, or even specialized fleet credit

cards that provide fleet operators detailed reports
regardi ng fuel consunption in order to retain the

fl eet busi ness.

Under the proposed rul e which broadly
extends to many fleets, our dealers will have to nake

adifficult choice: either lose the fleet business or
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make a costly investnent to provide exotic fuels.

Ve feel that forcing the investnent in an
infrastructure for alternative fuels is sinply
unreasonabl e. Rather than forcing investments in a

nodest fashion that hopefully can be accommodat ed by

the market pl ace, the proposed rule will have a
sweepi ng adverse effect on thousands of snal

busi nesses which are ny nenbers.

There's a good reason that the
infrastructure i nvestnent for alternative fuels has
not been nade to date. In nost instances it is not

economc to do so. Dealers are astute snmall busi ness

peopl e who often operate on tight profit margi ns and
snmal | budgets. |f a reasonable rate of return coul d

be made by supplying alternative fuels, the deal ers

woul d al ready be doi ng so.
For exanple, there is no reasonable rate
of return on 250,000 or $500, 000 ONG refueling

equi pnent installation at a service station. The

recent DCE report estinated that by the year 2010, 13
years fromnow, only 41 percent, less than half of al

vehicles sold, will be alternatively fueled. O that

41 percent, only seventeen percent will be ONG fuel ed.
Second, SSDA does not feel that the Energy

Policy Act's replacenment fuel goals are necessary.
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Alternative fuels run a greater risk of supply

limtations than crude oil and gasoline, as we have
recently seen with both ethanol and net hanol .
Although U S oil inports are projected to increase,

the oil markets have dramatical |y changed since the

1970s.
Less than nine percent of U S petroleum

comes fromthe Persian Qulf region. Wth conpetitive

producers in countries such as Mexico, Canada, Latin
Arerica, Asia, and the North Sea, it would be very
difficult for one country to sustain an artificially

high price for oil.

| urge DCE to narrow the scope of the
proposed rule to cover only those alternative fuel

providers who actually profit fromthe manufacture and

sale of alternative fuels. This will avoid a serious
econom c di sl ocation for SSDA nenbers.
Third, | urge DCE to reconsider the

effective date of the nandate. It is totally

unrealistic to expect the deal ers, much less the fleet
operators, can respond in this short tine frane.

Congress intended to provide the affected

industries with anple tine to prepare for and conply
with mandates. dven the DCE s lengthy delay in

issuing a rule, | believe a postponenment of the



341

N

o~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

effective date is a reasonabl e request.

Thank you, again, for this opportunity to
express SSDA' s Vi ews.
Quest i ons?

MR GRS Wll, we're pleased to be the

first to receive your testinony at a hearing.
Quest i ons?

MR MARDLE Just one. |It's actually a

commrent. Again, | sound |ike a broken record. 'l
say this again. You cited a DCE report that estinates
41 percent of all vehicles sold will be AWs and 17

percent will be ONG fueled. Again, that's from

technical report 14, which is really a conditional
projection of AVF production and use, given certain

assunptions regarding vehicle availability. It's part

of our technical evaluation under Section 502(b),
which we're following up with another anal ysis.
More nodest projections are given by the

Energy Informati on Administration which are nmore in

tune with just the nmandates and what those woul d do.
| just want to throw that out there.

Ms. WSE: | look forward to seeing the

new nunber s.
Thank you.

MR GRS | just have to make one
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commrent. | assune that in the context of your

testinmony that natural gas and net hanol, say, woul d be
exoti c.
M5. WSE  Yes.

MR GRCSS: |'ve heard themreferred to as

many things, sone positive and sonme negative, but |
guess that's the first tine |'ve heard themreferred

to as exotic. So that may be sone interesting topic

for debate right there.
Ms. WSE If anything, it makes them sexy
to sell.

MR GRCSS: But costly, as you would point

out, | guess, right?
Ckay. Qur next speaker is M. Russ Teal.

PARTI O PANT: You get the best |ooking --

(Laughter.)
MR TEAL: | appreciate that. M/ son gets
good grades. He uses the sane equi pnent for his

school project. So | appreciate that.

It's a pleasure to be up here today from
the Florida Keys. | appreciate the nice weather

you've arranged for us. | know how dreary it can be.

I've tried to work in Washington for a couple of years
nany years ago.

|'mactually up here for the Annapolis



343

N

o~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Boat Show, and | wanted to take the opportunity to

come by and share sone of ny experiences we had in the
Fl ori da Keys with bi odiesel on ny way to the show
Actually at the show we will be exhibiting

for the first time two biodiesel products to the

marine industry in a nonnmandated market. These are
consuners that have voluntarily chosen to use this

f uel

During the past two years, ny conpany has
undert aken extensive narket research into the use of
bi odi esel fuels in nonmandat ed consumer narkets,

specifically for marine use in the Florida Keys and

Chesapeake Bay. | believe ny experience may hel p you
determ ne how best to neet sone of EPAct's policy

obj ecti ves.

If the objective of EPAct is ultimately to
reduce our dependence on foreign petroleumand to
stimulate the creation of donestic fuel alternatives

there is a ready inclination for consuners and private

fleets to use biodi esel blended fuels. Qur research
found that private boat and vehicle owners |iked

bi odi esel for its environnentally friendly val ues,

reduced snoke, increased Gtane and lubricity, and
sol vency characteristics.

However, price was a maj or constraining
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factor. In our nost recent research, we have found

that B20 can be effectively marketed to consuners in
order to overcone price reticence. In particular
we' ve been using the NCPAC product bl ended with

petrol eum and we've been able to sell it at the

commercial rates in FHorida. Even though the diese
fuel tax changed nationally recently, Florida is the

only state in the union to continue the two alternate

structures of recreational and commercial diesel fuel
So we' ve been pricing our biodiesel blend, a ten
percent blend, at roughly five to ten cents a gallon

nore than what is available commercially at the fue

docks.
So our strategy has been to try to

position it as a premumfuel. The differential is

simlar to the difference between a regul ar gasoline
and a prem um gasol i ne.
The use of alternative fuels by private

and public fleets would be greatly enhanced with the

approval of B20. The objective of reduci ng dependence
on foreign oil is achieved equally well by having 20

percent of a fleet using B-100 or 100 percent of a

fl eet using B20.
e of the added benefits, which nmay be

beyond EPAct's nandates, but are clearly within the
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Qean Air Act and other federal policies is that you

get 50 percent of the pollution control
characteristics by using a B20 blend. In other words,
that incremental 80 percent, you're only increasing

the efficacy of the fuel as a pollution reduction to

achieve that snmall increnmental cost, increnental
achi evenent. So you can actually get greater air

pol lution control characteristics by spreading the

same anount of fuel in a 20 percent bl end over many
vehi cl es as opposed to concentrating a 100 percent
bl end i n one vehicl e.

The use of B20 requires no engine

nodi fications, new fuel storage or punps, or
retraining of nechanics. It is obviously the |ow cost

alternative fuel strategy.

Why not coupl e the approval of B20 fuel
for private fleets with a mandat ory use requirenent?
Money saved on infrastructure costs could be diverted

to the purchase of B20. This would be a real

reduction in the dependence on foreign oil versus
mandat i ng the purchase of flexible fuel vehicles, but

not requiring the actual use of alternative fuels.

Finally, sone consideration should be
given to including boats of vessels in new definition

of fleets. In the Horida Keys, nany state and
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federal agencies have di esel powered vessels as part

of their conbined fleets of vehicles and vessel s.
Because of the environnmentally sensitive coral reefs
whi ch surround our islands, many of these vessels

woul d use bi odi esel as part of their EPAct conpliance

strategy if they were pernitted to do so.
NQAA' s Florida Keys National Marine

Sanctuary office in Key Largo currently fuels its

three di esel powered vessels, research vessels, with
B20. By including B20 in vessels under EPAct with
your rul emaki ng authority, other public and private

fleets in our coastal areas would be encouraged to

fol |l ow NOAA s exanpl e.
This woul d al so have the added i npact of

increasing lines of supply. Even though you're

concerned with regulated fleets, by naking the fue
financially viable in those markets, you're al so
making it available to consuners who have a proclivity

towant to use it. So you'd be stimulating not only

your mandated fleets, but consunmers to use it as well.
Qur dependence on foreign oil as a result

of these new policies woul d be reduced, and our narine

envi ronment woul d be better protected.
Thank you.

MR GRCES: Thank you.
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It occurred to me perhaps we ought to have

a fourth hearing on the boats so we could get a
denonstration of the fuel at the sane tine.
MR TEAL: Hey, | say | could extend an

invitation to you to cone over to the Annapol i s Boat

Show during the weekend. Ve'Il have several biodiesel
power ed vessel s avail abl e for use.

MR GROES: Counsel woul d probably have

sonet hing to say about that idea.
(Laughter.)
MR GRCES: Questions?

MR RCODGERS: Just a quick one. |If you've

got any |lawyers that work with you that woul d give us
specific places in the Energy Policy Act where we

could extend the nandate to vessels, |1'd be interested

in seeing that kind of thing.
MR TEAL: kay.
MR RODCERS: And then, of course, we'll

show it to our |awyers.

MR TEAL: Thank you.
MR GRXES: Al right. Thank you very

much.

Qur next speaker is Karen Mller.
VW're trying to outdo each other on the

handout s here.
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M5. MLLER |'mpleased to have the

opportunity to speak with you today in support of B20.
I'mKaren Mller, Vice President of Market Devel opnent
for NCOPEC Corporation, and |'mglad to speak to you

also as a citizen of the State of F orida.

First of all, when | speak to people, |
normally invite themto sit down, but | currently am

so anazed at your ability to sit there all day that if

you woul d care to stand during ny renarks, please feel
free to.
(Laughter.)

M5. MLLER In fact, I'mglad | get to

st and.
Ckay. Petrol eumconsunption in the United

States is growing. Consunption of diesel fuel is

growi ng twi ce as fast as gasoline consunption. |If the
Departnent of Energy truly intends to decrease this
country's reliance on foreign oil inports through

EPAct, then it's tinme to get started.

B20 is the path of |east resistance to
Anerica' s fuel tanks. |In addition, the environnental

and econom c benefits of B20 al one are significant

enough to justify an affirnative action. EPAct has
been crafted to produce winners. Car makers get to

make advanced vehicles. Natural gas interests and
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1 electric interests get to provide transportation fuels

N

that are domestically produced, though nostly

3 nonr enewabl e.

4 But when the rubber neets the road,

5 there's one loser: the American taxpayer-consuner.

6 EPAct has significant barriers to inplementation. In

7 the nost sinple of terns, these barriers are

8 t echnol ogy, dollars, and deci si on- nakers.

9 Today we've heard the technol ogy barriers
10 deci sion-nmakers face. In addition to technol ogy, the
11 up-front costs of the infrastructure for these
12 t echnol ogi es keep deci si on-nmakers from i npl enenti ng

13 the intent of EPAct in Anerica' s fleet.

14 Wthout B20, | foresee that EPAct

15 i npl enentation will be postponed indefinitely because
16 of the T-card, because the existing focus on electric
17 vehi cl es and natural gas, the technology card, will be
18 the excuse for Arerica's fleet managers to put off

19 until tonorrow what coul d and shoul d be done today.

20 B20 can serve as a powerful catalyst for
21 all alternative fuel technol ogi es because it can be

22 safely inplenmented right now with negligible

23 infrastructure cost. Providing the ability to achieve
24 EPAct goals will serve to notivate all players to

25 redouble their efforts.
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Approval of B20 means an increase in

heal thy conpetition anong alternative fuel providers,
whi ch hel ps our country decrease dependence on foreign
oils in ways that nmake econonic and environnent al

sense.

B20, |ike neat buyer diesel, addresses the
need of Anerica's transportation backbone, diesel

engi nes. These engi nes have carried Anericans for

nearly a century. These are the engi nes and
t echnol ogy Amrerican fleet managers know and trust. |If
neat buyer diesel had been approved as an alterative

fuel, then why B20? B20 is the quickest and easi est

way to decrease aggregate petrol eumdi esel
consunption. It's that sinple.

|'ve dealt with the people side of the

i npl enent ati on of conservati on decisions for 20 years.
In fact, that's exactly what ny Ph.D. research
exam ned. The bottomline is for the nost part,

Arericans want to do the right thing, but they want to

do it with the | east possible risk.
It is the intent of EPAct to let the

mar ket drive future configurations of Arerica's fleet

fuel usage rather than mandate it. In doing that,
i ndi vi dual deci si on-nmakers wi th individual fleets have

to make a decision on vehicles and the fuel a fleet
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woul d use to neet EPAct.

The reality of the situation, the current
choices are too risky. Wat individual wants to risk
their job or their credibility because they were

backed up against the wall to make a fueling decision

that they did not feel confident was the right one?
Downsi zing in corporate Amrerica or in governnent

agenci es does not support risk takers.

B20 is the alternative fuel decision the
i ndi vidual fleet nmanager can make without positioning
hinsel f or his organization -- in other words, he can

position hinself with the | east exposure. It is a

deci sion that can be nade today, and for a centrally
fueled fleet, availability is not an issue. M.

Horvat h addressed that a nmoment ago.

The petition for B20 presents the facts.
This testinmony presents a supportive view. In
addition to ny cooments on B20 as a | east risk

decision, | would like to talk to you about ny

feelings on B20 as a Floridian.
Hstorically Florida has inported 99

percent of its petro-energy resources. |In Florida,

bi odi esel and B20 woul d gi ve our state the opportunity
to devel op untapped resources. VW produce 1.3 nillion

bushel s of soybeans that coul d power a fleet of |ight
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duty diesel pick-up trucks 41 nillion nmles each year.

But naybe nore significantly, our next
Prudhoe Bay al ready exists as a byproduct of the
Florida tourist industry. VW had no biodi esel

production capacity until a deterni ned entrepreneur

struck oil in central Florida. NJOPEC Corporation is
under negotiations with a nmajor central Florida thenme

park to punp oil fromwaste containers behind a

restaurant, and, yes, this one source of oil is
equivalent to 7,000 barrels a nonth, no drilling, no
tax incentives, no damage, just recycling.

It is a second use for Anerica' s vegetable

feedstocks. As long as Florida continues to offer
exceptional tourist value, this kind of oil well wll

not run dry. After all, we have over 40, 000

restaurants.
V& have just begun this oil exploration.
In an agreenent with the Florida Restaurant

Association, we are beginning to collect restaurant

fryer oil across the state from cooperating
restaurants who donate their used oil to the

educational foundation of the Florida Restaurant

Association. The foundation then provides curricul um
materials for the association's school -to-work

pr ogr am
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Tal k about your win-win. Ql is

discovered in Florida. Restaurants get rid of a
potential waste problem Education and students are
hel ped. A fuel is produced which has fewer em ssions,

better perfornance, and is environmentally friendly.

B20 is the key to getting this win-wn
nmoving rapidly in Florida and on a nationw de basis.

NCPEC s processing pl ants were desi gned and financed

entirely with risk based capital. Just hard working,
det ermi ned peopl e who discovered oil in centra
Fl ori da.

| love, as well as live, in one of the

nation's treasures, the State of Florida with sone of
the world' s best beaches. Floridais little nore than

a strip of sand surrounded by water. Yet we are able

to produce many of the nation's wi nter vegetabl es and
entertain countless tourists. Both of these
i ndustries depend on a cl ean environnent.

Approximately 200 mllion gallons of

petrol eumderived products are lost into the nation's
mari ne environnent each year. |In a state surrounded

by beaches, this is a probl em

Four years ago | was |ucky enough to be
enjoying a day at the beach on the | ovely west coast

of Florida. | |ooked out at the horizon toward one of
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our hidden jewels, Fort DeSoto Park, and saw bill ows

of black snoke. Later the headlines filled ne in.
Tanker hit by a barge, oil everywhere. MIlions of
dollars in clean-up; beaches covered. Tourists

avoiding the area. Birds, fish dying, and eventual |y

| learned first hand ny tar and oil free beach woul d
be marred for years.

This was no Exxon Valdez, but it was the

type of thing that occurs all too often in our
country.
Not only would | personally like to see

the reduction of foreign oil inports, but hone-grown

bi odi esel has benefits that go beyond dol |l ars.
Bi odi esel has the bi odegradability of sugar and one-

tenth the toxicity of table salt. As a citizen of the

sand peninsul a, this pleases ne.
Fewer headlines fromoil spills would
pl ease ne. As a nother of young, mlitary age nen

fewer lines in the sand to protect oil woul d pl ease

Does U S. DCE want to nmake alternative

fuels work? | think so. For 25 years |'ve watched,

resear ched, and worked with renewabl e energy resources
and energy conservation issues. Wthout a doubt, B20

is one of the easiest paths to the use of renewabl e
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energy |'ve ever seen.

The only resistance that | can imagine is
that it's too easy. Biodiesel and B20 aren't rocket
science. It uses the KISS principle, and as

scientists, are we willing to adnt that, yes, we can

keep it sinple?
Thank you for your tine.

MR GRCES: Thank you.

At this hour, after all the testinony
related to biodiesel this afternoon, can there
possi bly be any questions |eft?

M5. MLLER I'mglad |'mlast.

MR GROES: | guess not. Thank you again.
M5. MLLER Thank you.

MR GROSS: Qur next speaker is M chael

Lei ster, Marathon Q1| Conpany.
MR LEI STER ood afternoon. M/ nane's
M ke Leister. | amthe Fuels Technol ogy Coor di nat or

with Marathon G| Conpany.

Marathon's the nation's ninth |argest oil
refiner. W have |arge reserves of natural gas. W

have conpressed natural gas service stations, and

until recently when the prices of ethanol went up, we
were the nation's |largest blender of ethanol into

gasol i ne.
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As you can see, we're not opposed to

alternative fuels or alternative fuel vehicles. W
think there are many niches and many pl aces where they
make a | ot of sense

However, we are opposed to the governnent

mandat i ng whi ch types of vehicles and types of fuels
peopl e have to use. The governnment shouldn't be in

the position of selecting a particul ar technol ogy that

it feels is appropriate for its citizens and then
forcing private and | ocal fleets and governnents to
pur chase that technol ogy.

Eventual | y each of these fuels and vehicle

conbi nati ons have to survive on their own in the
mar ket pl ace, and they will do that, and the

mar ket pl ace wi Il select who the winners and | osers

are, not the government.
It's difficult for the government to know
what is the right technology and the right fuel for a

particul ar narketpl ace. You' ve heard some peopl e

t oday who have said wthout any governnent noney they
can nake bi odi esel work, and at a certain | evel they

can. |f you mandate biodiesel at a higher |evel, that

brings in nore expensive sources and drives the price
up for everyone.

You know, it's very difficult for the
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governnment to pass a law, draw a |ine, and know t hat

that is the optimumline for the econony because the
econony is going to grow, detract, decrease at sone
times, and the optinmumlevel is going to nove around.

So it's very difficult for you guys to actually start

mandati ng certain nunbers and certain | evels, not
knowi ng what the other effects and how t he econony and

how busi nesses and governnents react to that.

The proposed regul ation that we're tal king
about woul d basically force | ocal busi nesses and
governnments to convert their fleets to AVFs without a

whol e | ot of real tangible benefits, but the mandates

woul d al | ow certain vehicles and certain speci al
interests to nake sone noney at the expense of other

people in the transportati on area, and eventual |y when

t he government support is withdrawn, those areas are
probably not going to be the areas that are going to
succeed in the narket pl ace.

Let the narketplace do what it's supposed

to do and help determine the right solution and nove
that way.

This regulation purports to hel p Arerica

with energy security, quote, unquote, and a reduction
ininports, but even your own feasibility study with

some bias in the nodels and sone slants in the
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assunptions can't show a significant reduction in the

anmount of inports, and they don't provide any
addi tional energy security when you | ook at the pl aces
where those alternative fuels are going to be brought

inas they are inported into the U S

So if we have such few tangi bl e benefits,
why are we goi ng through this whol e process? Wo

wins? A handful of special interests. Wo |oses? W

all lose, every taxpayer, every conpany, every |oca
governnent, the states. Even the federal governnent
| oses noney, |oses efficiency, and | oses their

conpetitive edge.

Now s the time for DOE to look at their
study, admt that they're never really going to

achi eve the 30 percent replacenent of petrol eum based

fuels by 2010, and it's probably not a desirable
effect on the econony.
You need to get out of the nandate

busi ness and | et the narketpl ace determ ne how and

when petroleumfuels will be replaced, and they wil
be repl aced.

Regardi ng this advanced notice of proposed

rul emaki ng, DCE shoul d not inpl enent the mandates for
private and | ocal governnent fleets either in your

early rul emaki ng phase or the regul ar rul enaki ng
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phase.

Thank you.

MR GRCES: Thank you.

Questions, comments?

(No response.)

MR GROSS: Everybody is tuckered out, |
guess.

MR LEI STER Questioned out.

2

GRCES:  Right.
MR LEI STER Thank you very much.
MR GRCES: Thank you.

Ckay. Ve do have anot her speaker who has

asked for sone tine this afternoon. David Holt on
behal f of the A ean Fuel s Devel opment Coal ition.

MR HOAT: | want to thank you all for

i ndul gi ng one nore speaker. | knowit's been a |ong
day.
M/ nane is David Holt, and |' mhere on

behal f of the A ean Fuel s Devel opment Coalition and

its nmenber conpanies. CFDCis a nonprofit
organi zation. |It's conprised of refiners, auto

makers, agricul tural organi zations, ethanol producer,

MIBE nmanuf acturers, and engi neering and technol ogy
firms which support the use of cleaner burning fuel

and fuel additives, including reformul ated gasoline
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and alternative fuels.

V¢ thank you for allow ng us the
opportunity to present our comments on the alternative
fuel vehicle purchase requirenents as specified under

the Energy Policy Act.

Ve believe that it's feasible to produce
sufficient supplies of clean burning donestic

alternative fuels to achieve the goals set forth in

the Act, and we are here to di scuss sone of the
nmet hods for achi eving those goal s.
Let ne begin by saying that the United

States is expected to increase its oil inports from

approxi matel y 50 percent today to nore than 60 percent
by the year 2010. The bul k of those inmports will go

to nmeet increasing transportation denands

Today oil inports are costing the United
States nmore than $50 billion annual ly and a m ni mum of
one mllion jobs, according to the U S. Departnent of

Commerce. In a report dated Decenber 1994, the

Conmmer ce Departnent al so concl uded that, quote,
"petroleuminports threaten to inpair the national

security of this country."

The United States spends billions of
dollars annually to protect our oil rights abroad.

For these reasons, CFDC believes the goals set forth
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in EPAct nust be naintained, and we urge the

Departnent of Energy and the Secretary not to redefine
t hose goal s.
In a recent report, your Department found

that sufficient supplies of donestic alternative fuels

can be produced. Again, do not redefine EPAct goal s.
It isuptoall of us, fuel suppliers, vehicle

manuf act urers, technol ogy devel opers, state and | oca

governnents, and private fleets to assist DCE in
finding the right strategy for producing and
distributing these fuels.

CFDC and its nenbers feel that without

private and nunici pal procurenent of alternative fue
vehicles it may be inpossible to reach the ten percent

and 30 percent inported oil displacenent goal s

outlined in EPAct. Several individuals in your own
Departnent have already concurred with this statenent.
However, we strongly urge DCE not to

sinply inpose additional unattai nabl e nandates on

private fleets. Rather, we encourage DCE, Congress
and the admnistration to provide sufficient

i ncentives, both financial and otherw se, through

various prograns, such as the dean Gties Program to
drive the AVF narket.

Wt hout proper incentives, the lofty goals
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of EPAct will never be reached.

(On a separate note, it nay be advant ageous
to maintain runicipal fleet mandates without inposing
mandates on the private fleets in order to nmeet the

goals of the EPAct. CFDC and its nenbers woul d

support such a policy decision.
Wt hout adequate incentives to go al ong

with the goals of EPAct, it is likely that private

fleets will object to the use of AVFs. They nay
percei ve the AVF procurenent goal s as unduly
bur densone.

Take the federal fleet, for exanple.

Wthout incentives the federal agencies have only
begrudgi ngly purchased AVFs. As you are all aware,

even the federal fleet has not achi eved t he nandat es

outlined in EPAct. |If the federal fleet cannot neet
the requirements, how can we expect the private fleets
to achi eve themwi thout incentives?

Qur common goal is to achieve cleaner air

and national energy security. Private fleets should
be given the opportunity to purchase AVFs because it

is good for Anerica. However, they should not be

forced into financial hardship to neet these goals.
V¢ at CFDC feel the incentives should be

oriented toward donestic fuel consunption, such as
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fuel tax incentives for donmestic products. Additiona

incentives could cone in the formof vehicle purchase
incentives that adequately reflect the cost of the
vehicle, public parking benefits, high occupancy

vehi cl e | ane exenptions, and/or waivers for tol

roads, et cetera.
These are a few creative incentives DCE

could provide to fleets operating on donestic

alternative fuels. Wile sone nmight argue that such
incentives are already in place, current governnent
energy and tax policy has vacillated so nmuch fromyear

to year that industry has not had the confidence in

the commtment to those prograns to nmake the necessary
up-front investnent.

Furthernore, CFDC respectfully suggests

that DCE focus on nmeasures to insure that any
necessary incentives and nandates are aimed at the
right target: oil inports. VW& could produce

alternative fuels at significantly greater vol umes

than we are now and yet still not effectively reduce
inports. That is because we have absol utely no

nmeasures in place to qualify whether or not a fue

sold is inported.
Because inported oil is often the |east

expensi ve, the donestic gallon at the donestic well
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are often the casualti es.

Here are sone suggestions that DCE coul d
follow One, create incentives for donestic fuels,
i ncl udi ng donestic oil.

Take action to offset inports.

Require fuel distributors to have a ten
percent/ 30 percent domestic fuel allowance in a bl end

or on its own.

Failure to do so could arguably make our
situation nuch words
CFDC al so knows that it is necessary to

provi de proper incentives to vehicle manufacturers to

encourage themto sell alternative fuel conpatible
vehi cl es or engines. However, nandates to produce

AVFs without insuring that they use the alternative

fuels are inconplete, as you discussed in earlier
t esti nony.
Li kewi se we need to encourage retail fue

distributors to sell these fuels. Wthout the support

of these organizations, the alternative fue
penetration is linmted.

These two key parties need incentives.

CAFE has not proven to be sufficient to drive the AW
nmar ket alone. Investigate what incentives are

inportant to these parties and inpl ement some of them
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Additionally, |ow blend oxygenated fuels,

such as reformul ated gasoline and B20, could assist in
achi eving ten percent displacenent of oil inports if
DCE were to encourage their nationw de use. This

coul d be achi eved through the repl acenent fuel program

under Section 502 of EPAct.
The portion of blended fuels, such as E85,

E10 or MB5, for exanple, that are domestically

produced and are non-hydrocarbon shoul d be given
proper credit toward the displacement of oil. Low
| evel bl ends shoul d al so be encouraged t hroughout your

Qean Gties Program

Do not misunderstand this. W& are not
suggesting that RFG be used as a fuel for fleet

conpliance. W are sinply stating that RFGis the

| eadi ng petrol eumrepl acenent fuel and that it is
reliable, convenient, and cost effective, and shoul d
be given proper credit.

If DCE is serious about backing out the

use of oil inports, then RFG and B20 shoul d be part of
that sol ution.

Furthernore, alternative fuels shoul d be

encouraged in high volune fuel fleets. In many cases
heavy duty vehicle applications are the best

candi dates for AVFs. Heavy duty AVF applications



366

N

o~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

shoul d be given every opportunity that |ight duty

vehi cl es have in keeping with the goals of the
pr ogr am
Al though EPAct highlights light duty

vehicles as a method for achieving the goals of this

policy, it does not restrict heavy duty applications
fromal so bei ng used.

The repl acenment fuel program shoul d

provide incentives for the reduction of greenhouse
gases, as stated in the Act. CFDC would like to see
the program provide incentives for achieving

greenhouse gas reductions in transportation while

reducing oil inports.
CFDC bel i eves that these incentives shoul d

be used on fuels that showtheir ability to reduce

gr eenhouse gases.
It isinthe United States' best interests
to use these clean burning alternative fuels. CFDC

expects the admnistration to support this policy, and

if the admnistrative is supportive, the President
shoul d request increased budgets for DCE and the U S

Treasury to inplenment and provide incentives for

EPAct. In fact, CFDC would urge DCE to request
addi tional budgetary nonies to insure that proper

incentives can be put in place so that all the EPAct
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goal s can be reached.

O behal f of GFDC, | thank you for the
opportunity to speak and I'l| answer any questi ons.
MR GRS It's a late afternoon here.

MR MARDLE Sure. |'ve got a couple of

questions. | don't want to nonopolize. You folks
probabl y have sone questions as well.

e of them on the first page you said,

"Again, do not redefine EPAct goals." Are you saying
we shouldn't --
MR HOT: The goals as currently stated

i n EPAct shoul d be mai nt ai ned.

MR MARDLE Ckay. So your organization

i s suggesting the nai ntenance of those goals at this

poi nt .

MR HALT: Correct, correct.

MR MARDLE Ckay. Another statenent
was, "It nmay be advantageous to maintain the munici pal

fl eet mandates without inposing nandates on private

fleets." |s there a reason you nake that delineation?
MR HOT: In EPAct as it's currently

witten, and this mght contradict ny |ast answer,

muni ci pal fleets and private fleets are kind of
witten together. It mght be -- and this mght be a

good opportunity to nmaybe separate those two out. In
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a lot of cases it maybe m ght not nake sense for the

private fleet and the nunicipal fleet to have the same
i ncentive or have the sane program
At certain times with a municipal fleet,

for exanple, a stick is better than a carrot, and in

certain cases for the private fleet, the carrot night
be better than the stick.

MR MARDLE kay.

MR HOT: So that's all we're suggesting
t here.
MR MARDLE Ckay. You also recomrended

tax incentives for donmestic products. 1Is this for all

donestic fuels, not just particularly donestic fuels,
but just the donestic fuel that's produced here?

MR HOT: Yeah, including oil, and |

think we made that statement somewhere in the
testimony, and it would be donestic. If you want to
reach the ten percent and 30 percent displacenent of

foreign oil, | think and CFDC bel i eves that sonething

al ong those |lines shoul d be inpl enent ed.
MR MARDLE Ckay. That's covers it.

Thank you.

MR HOT: Thank you.
MR RCODGERS: Thank you very much for your

comments, Dave. | hope other fol ks read your
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testimony in the public docket and give sone comments

on it.
|"'mparticularly interested in your
suggestion about pronoting the use of nonpetrol eum

conponents in traditional transportation fuels, such

as reformul ated gasol i ne and i ncl udi ng bi odi esel B20,
and | understand Treasury coul d get invol ved and

create incentives, but | would just like to ask you --

you don't have to do it today -- fill in the blank on
this sentence: "Secretary of Energy, with the
authority granted to ne under Titles IIIl, IV, and V of

the Energy Policy Act, we are announcing a programto

pronote the use of nonpetrol eum conmponents in
transportation fuels by doing the follow ng."

And that's what |' masking you.

MR HAT:. kay.
MR RODGERS: If you could do that, that
woul d assist us in trying to understand where we can

go with our current authority and what kind of things

we might need to go back to Congress and ask --
MR HOT: Wuld you like us to answer

that question as part of the record? GCould we get

that in as an exhibit to the record?
MR RODCERS: Yeah. You don't have to do

it today, but if you have tine --
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1 MR HOT: Sure.

2 MR RODGERS: -- that would be great to
3 do. Thank you.

4 MR HQT: Sure.

5 MR GRCBS: Any other questions?

6 MB. LEWS: No.

7 MR GRCES: |'ve got one. Are you in a
8 position to comment on -- going all the way back to
9 the very first testinony of the day -- are you in any
10 position to conment on the Natural Gas Vehicles

11 I ncentives Act, Congressman Barton's |egislation?

12 MR HOT: Not really.

13 MR GRCES: It was stated it is going to
14 be reintroduced in the next session.

15 M5. HAMLTON Wiich is repealing the

16 mandate for the federal, if |I'mcorrect.

17 MR GRS Wll, it would provide a

18 nunber of incentives in this case for natural gas. |
19 can envi sion perhaps an alternative fuel vehicle

20 incentives act, but the proviso, as | understand it,
21 isthat if all of those incentives would be

22 legislated, that in that event the mandates woul d be

23 r epeal ed.
24 MR HOT: Wth the very |arge caveat that

25 I did not hear the testinmony this norning and | have
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not read the Act --

MR GROES: kay. You're probably not in
a position then to answer.
MR HOT: Not really in a position to

answer the question, but any incentive -- I'll go back

to ny testinmony and give a general answer -- any
i ncentive that encourages the production and use of

dormestically produced alternative fuels, we woul d

support.
MR GRGES: Al right. Thanks again.
MR HOT: Sure. Thank you

MR GRCES: Do we have any ot her

unschedul ed speakers?
(No response.)

MR QGRCSS: At this hour the room has

cleared pretty much, and so this is the | ast chance.
Are there any rebuttals or clarifying statenents that
anyone left in the roomwould |ike to nake or anybody

calling in?

Lacki ng any additional comrents and
speakers, we will bring this hearing to a cl ose.

Thank you.

(Whereupon, at 5:49 p.m, the hearing in

the above-entitled matter was concl uded.)



